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INTKODUCTION 


T his eeview was undertaken in response to a request from the 
United States Chamber of Commerce, Washington, I3.C., for a 
brief summary of national financing by the United States Govern¬ 
ment. A general perspective was suggested of fiscal, economic, 
legislative and political factors which were reflected in interest 
rates, investment yields, and the market trends for United States 
Government securities. 

An attempt to translate figures into a verbal picture risks being 
of little academic interest. Lest statistics monopolize the text, 
some opinions and corollaries have been interspersed for the pur¬ 
pose of recording for reference notable events in the years in which 
they occurred. 

The Treasury’s dependence upon the banking system, with the 
legislative powers granted to the Federal Reserve System to man¬ 
age bank reserves in support of Government credit, deserves more 
emphasis than a brief review. Therefore, this compendium en¬ 
deavors to mention only pertinent subjects which mostly con¬ 
cerned investable capital, bondholders, and the Government bond 
market. 

The primary objective was to consolidate a collection of sub¬ 
jects and events which directly or indirectly sensitized public 
opinion and particularly produced repercussions upon capital in¬ 
vestments in Government securities. As a chronology it endeavors 
to skeletonize influences and major operations by presenting ex¬ 
cerpts of official statements, and data from records and Bulletins 
of C. F. Childs and Company, about subjects which concerned na¬ 
tional finance in the different years. 

Prior to 1913, the Annual Reports of the Secretary of the Treasury 
were the factual background. Other statements of recognized 
authorities and current public sentiment were mentioned when 
apparently appropriate. After 1913, the Reports of the Federal Re¬ 
serve Board, for the calendar year, followed by excerpts from the 
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fiscal year reports of the Secretary of the Treasury, were the back¬ 
ground. 

The phrases of the oflScial reports were used without quoting all 
the statements. We have taken those parts which applied to our 
purpose and subject without indicating omissions from the text by 
breaks, “leaders,” or otherwise. Details of temporary financing 
operations are generally omitted. 

Occasionally the sober, official description of economic condi¬ 
tions appears to conflict with the market’s reflection of public and 
political opinions. 

Several published histories of the national debt furnish editorial 
interpretations of factors specifying complemental details which 
impinged on the Treasury’s operations prior to the Twentieth 
Century. Consequently, this review only cites some developments 
and representative examples of financing in that period. 

The present purpose is not to compile a history of Government 
finance but instead to bring up-to-date a potpourri or abbreviated 
summary of observations concerning Treasury financing since 
1904. Records illumine the byways of history. 
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REVIEW BY YEARS 




CONCERNING U. S. GOVERNMENT 
OBLIGATIONS 


T hroughout the nation’s history and the Treasury Depart¬ 
ment’s career of 156 years. Government financing has been 
favored by public patriotism and many times handicapped by 
political performances, while Congress prescribed the legislation 
under which the Secretary of the Treasury obtained the funds to 
meet authorized Government expenditures. 

The principal reasons for the United States national debt have 
been our seven wars. As succeeding generations financed their 
respective current problems, they also redeemed or refinanced and 
refimded many obligations and remnants of loans of former gener¬ 
ations. In the lapse of time the inherited debts were rebaptized 
and gradually disguised until the original loans lost their identity. 

From every crisis or temporary embarrassment, the nation’s 
credit recovered from its lowered levels. The Treasury has never 
suffered from a defaulted debt since the constitutional Govern¬ 
ment was founded. 

Many years before the adoption of the title “bonds” defined ^ 
obligation or played a respected part in national finance, the poli¬ 
ticians and people in general did their fiscal experimenting with 
currency and other instrumentalities for credit, called “contracts.” 
Throughout later years the title “instrumentality” for Govern¬ 
ment purposes reasonably became applicable to a variety of ex¬ 
cuses, conveniences, and financial acconamodations. Such a de¬ 
scription applied to obligations of territories of the Government 
and was similarly appropriate to evidence debts for funds borrowed 
to support Government sponsored Farm Loan institutions. Dur¬ 
ing recent years Government-guaranteed obligations were intro¬ 
duced by Government created corporations and agencies. 

After the settlement of the original Provinces, the small sums of 
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money brought to the country by the settlers were soon exhausted 
—sent abroad for supplies—and the colonists transacted business 
by relying upon the inconvenient method of barter. Along the 
shores of Long Island, beads were circulated as money, known as 
wampum. In Massachusetts, they became by custom the common 
currency of the Colony. In 1635 musket bullets were used for 
change and made a legal tender for sums under 12 pence. “On one 
occasion persons seeking entrance to an entertainment in a town 
in Massachusetts, and not having ready cash, paid for their ad¬ 
mission in fish.” 

Before 1652 bills (of account) passed current in Massachusetts 
in the payment of debts. When trade with the West Indies began 
to bring in coin about the middle of the Seventeenth Century, a 
mint was established in Boston, “though an infraction of the pre¬ 
rogatives of the Crown.” Laws prohibited the exportation of coin, 
but it could not be kept in the country. 

In 1690, five years before the Bank of England went into opera¬ 
tion, Massachusetts made the first issue of paper money emitted 
by an American Colony. The following shows the order in which 
the Colonies first began to issue paper money prior to the Revolu¬ 
tion: 

Massachusetts... 1690 £7,000 The first issue of paper money by an American 

Colony, to pay soldiers who clamored for pay after 
returning without spoils from, an expedition against 
Canada. It was not a legal tender, but was receivable 
merely for taxes and property in the treasury. 

South Carolina... 1702 £6,000 Issued bills of credit; the first fruits of the war (be¬ 

tween England, and France and Spain, involving an 
unsuccessful attack on Port St. Augustine, Florida), 
being debt and paper money. They were to be can¬ 
celed by a duty laid on liquors, skins, and furs. 

Connecticut.1709 £8,000 Issued bills of credit preparatory to a second expedi- 

New York.1709 5,000 tion against Canada; the issue in New York was in 

New Jersey.1709 8,000 anticipation of a tax of £6,000 levied at the same 

New Hampshire.. 1709-10 3,000 time. Some were made a tender and others not, bei ng 
Rhode Island_1710 5,000 received in payment of public taxes. 

North Carolina., .1712-13 £8,000 Bills of credit to liquidate the heavy debts of the 

Colony, tlie result of the Indian w’ars. 
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Pennsylvania. . . .17£S 

£15,000 

Bills of credit issued, on pledge of plate or real estate, 
at 5% per annum; made a legal tender in all pay¬ 
ments. 

Maryland. 

.173S 

£90,000 

Bills of credit, redeemable in 31 years; a legal tender 
for all debts, contracts, etc., except dues to clergy¬ 
men, and 40 pounds tobacco tax per poll. Provision 
for their redemption was a duty on all exports of to¬ 
bacco, payable in London. As late as 1732, in Mary¬ 
land, tobacco was made a legal tender at 1 penny per 
pound and Indian corn at 20 pence per bushel. 

Delaware.. 

.1739 


Began to issue bills of credit; amount undetermined. 

In 1751 Parliament prohibited the New England Colonies (Massachusetts, New Hamp¬ 
shire, Connecticut, and Rhode Island) from again issuing bills of credit, except, imder cer¬ 
tain restrictions, for current expenses, in case of war, etc., (but through this loophole heavy 
issues were afterwards made); and all the Colonies were prohibited from ever after admit¬ 
ting bills as a legal tender in payment of private debts. 

Virginia... 

.1755 

£20,000 

First issued paper money—notes at 5%—to meet 
the expenses of the Braddock expedition; made law¬ 
ful tender in payment of debts. 

Georgia. .. 

.1755 

£3,000 

First issued bills of credit “to be let out at interest on 
good security, at 6% per annum. Prior to this what 
little trade existed was by barter; and a small supply 
of bills emitted by South Carolina constituted the 
only currency.” . 


In 1763 all Colonial acts for issuing paper money were by Act of 
Parliament declared void. However, in 1773 Parliament allowed 
any bills issued by any Colony to be a tender to its treasury. 

On September 5, 1774, the first Continental Congress met in 
Philadelphia and adopted a “Declaration of Colonial Rights.” On 
May 10,1775, the second Continental Congress met, also in Phila¬ 
delphia. Citizens of North Carolina, in convention at Charlotte, 
declared themselves independent of the British Crown. 

Amekican Revolution, 1775-1783 

The Colonies then went into the Revolutionary War, most of 
them heavily burdened with their bills of credit already issued. 
Preparatory to hostilities, they made further issues, despite the 
urgent entreaties and appeals of the Continental Congress. The 
Congress, itself, had no recourse but the issuance of paper money. 








6 Concerning U. S. Government Securities 

and not being able to lay a tax for its redemption could only prom¬ 
ise tbat taxes should be laid to redeem the bills. At the outbreak of 
the war the whole circulating cash of the thirteen States was 
estimated at perhaps “not more than ten million hard dollars in 
value.” When a proposition was before Congress to establish a 
regular revenue system one member exclaimed, “Do you think, 
gentlemen, that I will consent to load my constituents with taxes, 
when we can send to our printer and get a wagonload of money,. 
one quire of which will pay for the whole?” 

The first emission of Continental money (biUs of credit), of 
$3,000,000, was made in June and July, 1775, and was apportioned 
among the States (Georgia not being included, as she was not rep¬ 
resented in Congress). Additional issues were authorized and, up 
to the date of the adoption of the Declaration of Independence in 
1776, $15,000,000 had been issued. Manifold issues followed and 
it is estimated that “over $350,000,000 notes were issued in all, 
but'it is doubtful if more than $200,000,000 were out at any one 
time.” Congress endeavored to sustain the bills, but they contin¬ 
ued to depreciate in value until 1780, when they were worth two 
cents on the dollar and then ceased to circulate. Seeing the mass of 
bills dissolved, “not a murmur was heard among the people.” 

The first domestic loan in 1775 was for about £6,000, made for 
the purchase of gunpowder. No regular loans were authorized by 
Congress until October 1776, when authority was granted to bor¬ 
row $5,000,000 at 4%, which rate proved too low and was raised 
to 6%, but even after twelve months less than $4,000,000 had been 
disposed of. By 1780 subscriptions to various loans had been made 
to the extent of $63,289,000, the specie value of which was, how¬ 
ever, only $7,684,000. After March 1782, interest on the loans was 
not met and the Government issued certificates of interest in¬ 
debtedness. 

In addition to the amount of paper money issued during the 
Revolutionary War, up to the time the Treasury Department was 
created, the Continental Congress had negotiated loans from 
France and Holland aggregating $10,126,517. “If the gold of 

Fr».Tif»ft. fl.Tid b^r flftpts. tbf» TTnitftd tb-pAiurb tliA wor in 
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First Congress 

which independence was gained, it was from Holland that the 
money came, even although as a loan, which assisted the Govern¬ 
ment through the difficult years of peace that followed.” 

The first organized bank in the United States (Bank of North 
America), and “the first one which had any direct relation to the 
Government of the United States,” commenced operations on Jan¬ 
uary 7,1782. The institution had its origin, as a banking company 
without charter, in a meeting of citizens of Philadelphia on June 
17,1780, at which it was resolved to open a “security subscription 
to the amount of three himdred thousand pounds, Pennsylvania 
currency, in real money,” the intention being to supply the Army, 
at the time reported by Washington to be destitute of the com¬ 
mon necessities of life and on the verge of mutiny. 

Por many years before the establishment of the present form of 
Government, the “Spanish doUar” was the money of commerce. 
Prior to July 6,1785, the English pound was in use m the Colonies. 
On that date the Continental Congress established the “doUar”; 
the word “dollar” was a corruption of the German “Joachims- 
thaler” or “thaler,” the name given to coins from the silver mine 
of Joachimsthal iu Bohemia. , 

By 1786 the national financial system had broken down com¬ 
pletely; further borrowing, either domestic or foreign, was im¬ 
possible, and it was realized that if the republic were to continue, 
some readjustment, particularly with regard to its financial affairs, 
was imperative. The outcome was the Convention of 1787 which 
resulted in the drafting of the Constitution of the United States. 

From Sept. 11, 1789 to Jan. 81,1795 

ALEXANDER HAMILTON, SECRETARY OP THE TREASURY 
(George Washington—President)- 

When the first Congress of the United States met in New York 
in April 1789, under the present form of Government, the new 
Government was without funds to pay interest due or expenses of 
the Government. “There was no Treasury Department and noth¬ 
ing to put into a treasury if one had existed.” The Treasury De- 
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partment was created by Act of Congress, September 2,1789, and 
nine days later George Washington appointed Alexander Hamil¬ 
ton the first Secretary of the Treasury. 

On his own responsibility Mr. Hamilton contracted with the 
Bank of New York and the Bank of North America for the first 
loan, known as the Temporary Loan of 1789. Government reve¬ 
nues from duties on imports were pledged for its redemption. It is 
regarded as “the only loan ever negotiated by the Treasury De¬ 
partment without the authority of law.... Out of this money was 
paid the fiirst installment of salary due the President, Senators, 
Representatives, and officers of the Congress .... The payment 
to George Washington was $1,000. The accounts show that George 
Washington received a total of $196,121 as salary, and not the full 
sum of $200,000 as his term of office fell short of eight years.” 

The foreign debt of the United States, December 1789, was 
$11,710,378, principal and arrears of interest. 

1790 Hamilton realized that the national debt was the price of 
national liberty and no part of it could in honor be repudiated. 
The obligations of our nation were salable on a lower basis of 
income than those of any nation of the world. He began his report 
on the public credit with the statement that exigencies are to be 
expected to occur, in the affairs of nations, in which there will be 
a necessity for borrowing .... To be able to borrow upon good 
terms, it is essential that the credit of a nation should be well 
established. 

As outlined to Congress, Hamilton’s financial plan for the na¬ 
tion was “for support of the public credit,” to promote respect of 
the American name. It has never been found necessary to change 
either the general plan which Hamilton devised for operating tihe 
Treasury or the fundamental policy which he outlined. His first 
report to Congress on the public credit has been characterized as 
the foundation stone on which the whole structure of the Federal 
Government has been built. With its many functions the Treasury 
ultimately became more of a government than a department. 

In discussing the funding of the public debt, Hamilton stated— 
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Assumption of State Debts 

The Secretary has too much deference for the opinions of every part of 
the community not to have observed one, which has more than once 
made its appearance in the public prints and which is occasionally to be 
met with in conversation. It involves this question, whether a discrimina¬ 
tion ought not to be made between original holders of the public securi¬ 
ties (issued during the Revolutionary War) and present possessors by 
purchase? Those who advocate a discrimination are for making a full 
provision for the securities of the former at their nominal value; but con^ 
tend that the latter ought to receive no more than the cost to them, and 
the interest. And the idea is sometimes suggested of making good the 
difference to the primitive possessor. 

The question was agitated—Should the Government discrimi¬ 
nate and pay to persons who bought bonds at low prices from specu¬ 
lators the same rate it pays persons who bought bonds from the 
Government? 

The Secretary, after the most mature reflection on the force of this 
argument, is induced to reject the doctrine it contains, as equally unjust 
and impolitic; as highly injurious, even to the original holders of public 
securities; as ruinous to the public credit. 

That the case of those who parted with their securities from necessity 
is a hard one, cannot be denied. . . . But, though many of the original 
holders sold from necessity, it does not follow that this was the case with 
all of them. It may well be supposed that some of them did it either 
through want of , confidence in an eventual provision, or from the allure¬ 
ments of some profitable speculation. How shall these different classes be 
discriminated from each other? . . . 

It would be repugnant to an express provision of the Constitution of 
the United States. This provision is that “all debts contracted, and en¬ 
gagements entered into, before the adoption of that constitution, shall 
be as valid against the United States under it as under the confederation,’’ 
which amounts to a constitutional ratification of the contracts respecting 
the debt in the state in which they existed under the confederation; and, 
resorting to that standard, there can be no doubt that the rights of 
assignees and original holders must be considered as equal. 

In carrying through his plan for the assumption of the State 
debts, Hamilton met with great opposition from the Southern 
States who felt they should not be called upon to help pay the rel¬ 
atively larger debts of the Northern States. As an appeasement 
measure Hamilton guaranteed that the national capital would be 
located within their borders. The site of Washington, D.C., was 
chosen in 1790 by a Congressional commission, laid out according 
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to Washington’s plan, and executed by Major L’Enfant and An¬ 
drew Ellicott. 

The domestic debt of the United States was largely inherited 
from the Continental Congress and the Colonies. Hamilton’s rec¬ 
ommendations provided for the funding of the domestic debt by 
the issuance of 6%, 3%, and Deferred 6% stocks of 1790. In as¬ 
suming the domestic debt and debts of the States, Hamilton pro¬ 
posed that the interest be adjusted to a 4% basis for a period of 
ten years in consideration for transferring these obligations and 
funding them as new obligations of the Government. His recom¬ 
mendations were adopted by the Act of Congress, August 4, 1790. 

The Secretary proposed that the duties on distilled spirits should 
be applied to the payment of the interest of the foreign debt, 
reserving out of the residue of those duties an annual sum of 
$600,000 for the current service of the United States. Taxes and 
duties on liquor annually contributed a large part of essential 
Government revenue. 

He also recommended using part of the proceeds of a new loan 
for the purchase of the public debt, 

... at the price it shall bear in the market, while it continues below its 
true value . . . and (thereby) lessen the extra profit of foreign pur¬ 
chasers. ... It ought to be the policy of the Government to raise the value 
of stock to its true standard, as fast as possible. When it arrives to that 
point, foreign speculations .. . will become beneficial. Their money, laid 
out in this country upon our agriculture, commerce, and manufactures, 
will produce much more to us than the income they will receive from it. 

The total debt of the United States, foreign and domestic, was 
$54,124,464.56. 

Thepopulation of the United States “numbered 3,927,000souls.” 

1791 *17941 Secretary Hamilton advocated a Federal bank, 
and, by Act of February 25, 1791, the first Bank of the United 
States was created with $10,000,000 capital. The President of the 
United States was authorized to subsqribe to the stock in the 
amount of $2,000,000 for the Government. The Bank rendered aid 
to the Govemment in makingt loans in anticipation of taxes and 
in caring for Government funds. 
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Philadelphia Mini 

Hamilton’s plan for the purchase in the market of Government 
obligations proved very successful and caused a subsequent ap- 
• predation in the market value of public funds which had fallen to 
low levels. The revival also created speculation in lands and vari¬ 
ous securities, resulting in the country’s first financial crisis in 
1792, but it was of short duration. 

The Mint was established at Philadelphia by the Act of April 2, 
1792, for the purpose of national coinage. By the same act it was 
provided that the money of account of the United States should 
be “expressed in dollars or units, ‘dismes’ or tenths, cents or hun¬ 
dredths, and ‘milles’ or thousandths.” The resolutions of Congress 
of July 6,1785, and August 8,1786, which authorized the “dollar,” 
had never been carried into operation. That species of coin had no 
settled standard or value, according to weight or fineness, but 
had been permitted to circulate by “tale.” 

By this time the New England States had developed their cur¬ 
rency and banking systems based on normal business demands 
and high banking morality. 

Refiecting the domestic needs of small business at low prices, 
31,934 pieces of one-half cent copper coins were minted for com¬ 
mon currency during the year 1793. 

In spite of Hamilton’s able administration of the affairs of the 
Treasury he was subjected to many attacks. When asked in 1793 
for various statements required by resolutions of the House of 
Representatives covering his handling of the public accounts, he 
explained that the “supposed deficiency” respecting iucome, ex¬ 
penditures, and “surplus of sinking fund, meaning, I presume, that 
part of the surplus of the revenue to the end of the year 1790, 
which had not been applied in purchases, representing balance, un¬ 
accounted for ... I not only furnished a just and aflBrmative view 
of the real situation of the public account, but have likewise shown, 
I trust in a copspicuous manner, fallacies enough in the state¬ 
ment, from which the inference of an unaccounted for balance is 
drawn, to evince that it is one tissue of error.” 

In reply to an inquiry by a Committee of the House of Repre¬ 
sentatives in 1794 whether moneys collected on account of the 
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United States and deposited in banks, to the credit of the Treas¬ 
urer, are from the time of deposit considered as in the Treasury, 
Secretary Hamilton replied, (they) “are considered as in the 
Treasury from the time of deposite.” 

An act to establish the post office and post roads within the 
United States was passed May 8, 1794, and was followed by an 
act levying duties from $10 down to $1 upon carriages for the con¬ 
veyance of persons, kept by any person for his or her own use, or 
to be let to hire, or for the conveying of passengers. 

1795-1800 Secretary Hamilton stated that “in revenue laws, 
too much is as great a fault as too little simplicity.” Certain acts 
authorized allowances for compensation to officers and incidental 
expenses in collecting certain duties, but “the acts laying duties 
upon carriages for the conveyance of persons, and upon snufF and 
refined sugar, make no provision for expenses of collection.” 

In his last report of January 1795, Hamilton urged Congress to 
adopt a definite plan for the redemption of the public debt which 
could not be disturbed to prevent “progressive accumulation of 
debt, which must ultimately endanger all government.” He ob¬ 
jected to a policy of the Government taxing its own funds, stat¬ 
ing, “The true definition of public debt is a property subsisting in 
the faith of the Government. Its essence is promise. Its definite 
value depends upon the reliance that the promise will be definitely 
fulfilled. Can the Government rightfully tax its promises.?* Can it 
put its faith under contribution? Where or what is the value of the 
debt, if such a right exist?” 

Fbom Feb. 8, 1795 to Dec. 31, 1800 

J 

OLIVER WOLCOTT, SECRETARY OF THE TREASURY 
(Greorge Washington, John Adams—Presidents) 

Disturbances at home and abroad called for increased expendi¬ 
tures for the Army, Navy and fortifications. The Government had 
borrowed heavily from the Bank of the United States, and in 1796 
the Board of Directors addressed the Secretary of the Treasury 
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Reduction of the Debt 

pressing upon his attention “the payment of the installments that 
are now due upon the loans made by the bank to the United 
States.” 

For the reduction of the debt, the Secretary reported to the 
House of Representatives a plan for laying and collecting direct 
taxes, by apportionment among the several States. For some 
States taxes on lands, houses, and owners of slaves were proposed 
at a uniform rate. 

Secretary Wolcott urged that the provision of a sinking fund be 
considered as an indispensable requisite, and apply to debt re¬ 
duction all surpluses of the United States which remain at the end 
of any calendar year beyond the amount of appropriations charged 
upon the revenues. In pursuance of this direction, upwards of 
$1,900,000 was applied of the proceeds of revenue to reduction of 
the public debt in the year 1797. 

In the years 1797 and 1798 the United States, though nominally at 
peace with all the world, was actually at war with France—a war not 
formally declared, but carried on upon the ocean, with very great 
virulence. 

Captures were being made of American vessels on the ground of 
having the property of the enemy on board. Extensive prepara¬ 
tions were made for war mth France, and for the first time a sepa¬ 
rate naval department was created, for the management of naval 
affairs. Inasmuch as the ordinary revenues of the country would 
be inadequate, a bill was passed in July 1798 authorizing the Presi¬ 
dent to borrow $5,000,000 “on such terms as he deemed most ad¬ 
vantageous.” Under this act, $5,000,000 was raised by subscrip¬ 
tion at par, and an equal amount of 8% stock issued. A year later 
about $1,500,000 additional 8% stock was issued but it was sold 
at an average premium of nearly 5%%. 

1800 Supplementary to the act which established the Treasury 
Department, an Act of Congress, apprpved May 10,1800, stated. 

It shall be the duty of the Secretary of the Treasury to digest, prepare 
and lay before Congress at the commencement of every session, a report 
on the subject of finance, containing estimates of public revenue and 
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public expenditures, and plans for improving or increasing the revenues, 
from time to time, for the purpose of giving information to Congress in 
adopting modes of raising the money requisite to meet the public ex¬ 
penditures. 

Congress first met in Washington in 1800. Thomas Jefferson 
was the first President to be inaugurated in the White House. 

The estimate of the whole sum required for the public service 
of every description during the year was $15,393,034.11. 

No purchases of the public debt were made. 

The population of the United States was 5,309,758. 


Feom Jan. 1, ISOJ to Mat 18, 1801 

SAMUEL DEXTER. SECRETARY OP THE TREASURY 
(John Adams, Thomas Jefferson—Presidents) ' 

Pkom MEat 14, 1801 TO Feb. 9, 1814 

ALBERT GALLATIN, SECRETARY OF THE TREASURY 
(Thomas Jefferson, Jaimes Madison—Presidents) 

1801 -1810 With the inauguration of Jefferson in 1801 there was 
a great change in the administration of financial affairs of the 
Government. Gallatin was the first Secretary of the Treasury to 
render the finance report in virtually the same form as that used 
today. 

In 1802 excise taxes were repealed as being obnoxious to a free 
people, and the simplification of the civil service was undertaken 
to reduce Government expenditures and taxation. The statement 
of the Public Debt, as of Januaiy 1, showed the “total nominal, 
$82,909,630.86,” both domestic and Dutch debt. 

A communication of the Committee of Ways and Means, April 
9, 1802, stated that no effectual provision for the final redemption 
of the whole present United States debt exists. It urged the neces¬ 
sary appropriation to the sinking fund, stating, “Nothing less than 
the regular operation of a permanent system can induce the ra¬ 
tional expectation that the debt will ever be extinguished.” 
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France temporarily closed the Port of New Orleans, and Jef¬ 
ferson sent James Monroe to Paris to negotiate for the purchase 
of the remaining lands held by France within Continental North 
America, including a vast wilderness tract. The purchase price 
agreed upon was $15,000,000—$11,250,000 to be paid to France, 
and the assumption of certain claims of American citizens against 
France totaling $3,750,000. The Act of November 10, 1803, pro¬ 
vided for the issuance of $11,250,000 6% stock, payable in 15 to 
18 years, which was to be delivered to the Government of France 
within three months after Louisiana should be taken possession of 
in the name of the Government of the United States. The first is¬ 
sue was made early in 1804 and handed over to France. With this 
loan and money on hand, the Louisiana purchase was completed. 

Continued attacks on American ships by pirates off the Barbary 
Coast led to a war with Tripoli. Additional duties on imported 
articles were authorized by the Act of March 26, 1804, which 
were set aside in a special fund, known as the Mediterranean Fimd, 
to be used for the protection of American commerce. 

By 1805 seizures of American ships by England foreboded an¬ 
other war. The repeal of the unpopular salt tax was threatened in 
1806, but w;as opposed by Secretary Gallatin since it provided 
over a half million dollars revenue annually. However, this duty 
was abolished by the Act of March 3,1807. Increased expenditures 
for national defense, and policies directed against the importation 
of manufactured goods threatened customs revenue. 

Between 1803 and 1809, imports and exports, and the net reve¬ 
nue arising from duties on merchandise and tonnage, chiefly con¬ 
cerned the Treasury in order to settle debts abroad and reduce the 
domestic public debt. Including revenue from sales of public lands 
and the payment received on American claims abroad, the ag¬ 
gregate receipts esxceeded $18,000,000 by 1806. The Secretary 
estimated that after 1815 no incumbrance would remain on the 
revenue other than the interest and reimbursement of the Louisiana 
stock, the last payment of which would permit complete and final 
extinguishment of the public debt in 1821. 

In 1809 the Treasury faced a budget deficit of slightly over 
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$1,000,000, but that and its debt seryice was provided for by past 
savings. 

In 1810, to accommodate the Commissioners of the Sinking 
Fund, the Secretary was authorized to borrow from the Bank of 
the United States “a sum not exceeding the amount of the prin¬ 
cipal of the public debt reimbursable during the year 1810.” Un¬ 
der this bill $2,750,000 was borrowed at 6% and it was all reim- 
biu*sed during the year 1811. 

1811 The constitutionality of the first Bank of the United 
States and its services to the Federal Government had been a de¬ 
batable question for some time. The bill for renewal of its charter 
was defeated in February 1811, and the Government had to look 
to the State banks for custody of its funds. 

By the end of 1811 the entire public debt was $45,154,189— 
having been reduced from $86,000,000 in seven years. 

The country drifted toward war. The Secretary advocated loans 
rather than taxation to meet the costs of expected hostilities. Ob¬ 
jections to internal taxes subsided as they might be needed for 
war expenditures. 

Wak op 1812, June 1812—December 1814- 

1812-1815 In the earliest years of the Nineteenth Century, 
the nation’s population was around 5,000,000, and one-sixth 
colored. The population of New York City was about 33,000, and 
only six cities had a population exceeding 7,500. There were only 
three mails a week between New York and Boston. 

By 1812 the population had increased to 7,719,555, and our 
commerce had expanded rapidly. However, borrowing millions 
was a big undertaking. 

From 1812 to 1815 numerous issues of stock and Treasury notes 
were made, bearing interest at the rates of 5^%, 6%, and 7%. 
The first loan made prior to the war bore interest at 6% and was 
sold at par; $16,000,000 was reoffered in 1813 and it was stated 
“no proposal will be received for a sum less than $100,000. A com- 
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mission of 34% will be allowed to any person collecting that 
amount of subscriptions.” 

Fbom Feb. 9,1814 to Oct. 5, 1814 

GEORGE W. CAMPBELL, SECRETARY OF THE TREASURY 
(James Madison—President) 

From Oct. 6, 1814 to Oct.^1, 1816 

ALEXANDER J. DALLAS, SECRETARY OF THE TREASURY 
(JamM Madison—President) 

On August 24,1814, the President’s home, the Treasury build- 
* ing and records were burned by British troops. 

The plan of jSnance to defray extraordinary expenses of the war 
by successive loans had become inoperative. The suspension of 
specie payments at the principal banks in the different States had 
exposed the Government as well as private citizens to all the in¬ 
conveniences of a variable currency devoid of national authority 
and of national circulation. The Treasury could not transfer its 
funds from place to place in payment of public engagements. 
“Citizens of every occupation seemed eager to second the legisla¬ 
tive efforts to replenish an exhausted Treasury and to renovate 
the public credit. . . . Domestic manufactures, which had scarcely 
surmounted the first struggle for existence, yielded to the patriotic 
impulse, and the capital of individuals, in all its variety of form, 
offered a ready tribute to relieve the necessities of the country.” 
_ New duties were permanently laid and Congress rendered per¬ 
manent the increased internal duties on carriages, harnesses, sales 
at auction, licenses to distillers of spirits, and $2 on every gold 
watch and $1 on every silver watch kept for use. 

A “Direct Tax Loan” was authorized by the Act of January 9, 
1815; $2,000,000 was issued at par, with interest at 6%, and was 
redeemed the same year. The loan was designed for the purpose 
of meeting estimated expenses for the year, principally for carry¬ 
ing on the war with Great Britain. Although the war had been 
formally closed by the treaty of peace signed at Ghent, December 
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24, 1814, it was not yet known in this country. The loan was in 
hypothecation of the direct tax laid by the same act, and the money 
was to be applied to the payment of the public debt and other ex¬ 
penses of the Government. 

Additional temporary loans were authorized in 1815, the pro¬ 
ceeds to be applied in payment for services or supplies, for debts 
due by the Government, or for borrowing money. 

The Act of March 3,1815, authorized a 6% loan not to exceed 
$18,452,800, which was sold at from par to 5% discount, primarily 
for the purpose of absorbing a portion of the Treasury note debt. 

After the close of the war, the Treasury began the payment of 
its outstanding debt. 

Fkom Oct. 22,1816 to Mae. 6,1825 

WILLIAM H. CRAWFORD, SRCRETARY OF THE TREASURY 
(James Madison, James Monroe—Presidents) 

1816 Resulting from the war, the outstanding debt of the 
United States in the hands of the public was $127,334,933, a por¬ 
tion of it bearing 7% interest. Included was about $3,000,000 
so-called Mississippi stock issued to indemnify certain claimants 
of public lands in the Mississippi territory. 

The banking and currency situation caused the President to ap¬ 
prove a Congressional bill to establish a second United States Bank. 

The increase in imports of foreign merchandise since the end of 
the war prompted Congress to raise tariff rates to higher protective 
levels. 

1817 By the Act of March 3, commonly called the Sinking Fund 
Act, Congress appropriated $10,000,000 a year “for the purpose 
of gradually sinking or paying off the public debt of the nation.” 

1818 The Suffolk Bank -of B oston was incorporated with which 
other banks maintained a stipulated deposit. It became the clear¬ 
ing house and agency for redeeming bank notes of other New 
England banks. That banking and currency system was so well 
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adapted to the business Ufe of the New England States that they 
regretted having it supplanted by the National Bank Act of 186S 
and its bond-secured currency. 

1819 Sources of revenue were principally from customs, sales 
of public lands, and postage (the internal revenue duties having 
been repealed in December 1817). Much of the funded debt was 
in the form of 6% stock. In this year a severe crisis occurred,which, 
m part, was a result of the general paralysis of the industries of the 
country after the war, and partly due to speculation. Customs re¬ 
ceipts had fallen off, and the annual report of the Secretary 
of the Treasmy announced a deficit. 

1820 On January 1, the public debt was $91,015,566. The popu¬ 
lation, according to the census of that year, was 9,638,131. The 
April report of the House Ways and Means Committee stated the 
excess of expenditures over revenue had arisen principally from 
the heavy payments made in redemption of the public debt. From 
the sinking fund $32,000,000 of the debt had been redeemed since 
January 1, 1817; also, large claims resulting from'the war with 
Great Britain had been paid. Two $3,000,000 loans were author¬ 
ized; about $1,000,000 was borrowed at 5%, redeemable after 
1832, and $2,000,000 at 6%, redeemable at the pleasure of the 
Government. 

1821 The situation was still serious; revenues were inadequate 
to meet expenditures, and over $5,0,00,000 of the public debt be¬ 
came due during the year. As reported by a House Committee, 
“There is no national interest which is in a healthful, thriving con¬ 
dition; the nation at large is not so; the operations of the Govern¬ 
ment and individuals alike labor under difficulties which are felt 
by all.” To provide for the expected deficit, a $5,000,000 5% loan, 
redeemable after 1835, was authorized on March 3. Money was 
abundant in the hands of those who could not safely invest it. The 
loan was readily sold, and the Government received a premium of 
from 5.1% to 8%. 
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1822 Government finances reflected the improved condition of 
the country. With a revival of trade and commerce, there was an 
increased demand for capital for commercial purposes and a con¬ 
sequent rise in interest rates. In ordeir that a saving in interest 
might be effected, the Treasury offered stock bearing 5% in ex¬ 
change for a part of the 6% and 7% stock redeemable in a few 
years, but the attempted exchange failed due to the low rate of¬ 
fered and the short period before redemption. Only a very small 
sum of 5% stock was issued. 

1823 The Secretary’s views and debt policies were founded 
upon the idea that “no extraordinary expenditure is to be in¬ 
curred.” 

1824 The Government authorized two 4^ % loans of $5,000,000 
each. The first loan was to provide for the awards under a treaty 
with Spain to settle the title to a disputed portion of Louisiana 
and for the purchase of the Province of East Florida, and the 
second loan was to fund a part of outstanding 6% stock redeem¬ 
able after 1825. 


From Mar. 7, 1825 xo Mar. 5, 1829 

BICHARD RUSH, SECRETARY OP THE TREASURY 
(John Quincy Adams—President) 

1825 With the country enjoying prosperity, the Treasury’s 
efforts were directed toward refunding the debt. However, an of¬ 
fering of 4)/^% stock in exchange for the 6% stock again failed. 

Up to this year the expectations of the sinking fund had not been 
fully met as there had not always been a sufficient surplus to ap¬ 
propriate the full $10,000,000 authorized by the Act of March 3, 
1817, and in some years there was not a sufficient amount of debt 
redeemable under the laws. 

The public revenue was derived almost entirely from duties 
upon foreign merchandise imported, and upon tonnage, and from 
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the sale of public lands. The net revenue from duties on imports 
during the year was $24,358,202, and after estimated expendi¬ 
tures, the balance left in the Treasury at the end of the year 
was $5,201,650. 

1826 The Secretary reported. 

The public obligations have all been punctually fulfilled, without any 
increase of the public burdens. . . . The national revenue, which derives 
no aid from the existence of direct taxes or internal duties of any kind, 
but rests upon the customs almost exclusively, has been imusuaUy 
abundant. . . and adequate . . . including the sum annually devoted to 
extinguishment of the debt for the year that is to come. 

1827 The Treasury met every appropriation for the service of 
the year, including $10,000,000 on account of the public debt. 

A nation that, after providing for the regular support of its Govern¬ 
ment, is seen to proceed in this manner in the payment of its public debt, 
and additional disbursements (for improvements) that for the most part 
are of permanent value to the nation, cannot be regarded as other than 
prosperous in its financial condition. 

1828 The country’s foreign commerce enjoyed solid prosperity; 
the public debt was annually and rapidly decreasing as a result of- 
good laws faithfully administered, and of the aggregate 'industry 
of an enterprising and free people. The stocks of the United States 
kept at an elevation above par, indicative of the high credit of the 
Government. The three per cents, being a favorite stock abroad 
as well as at home, for the last four years ranged in the main from 
80 to 85, “nor was it always available, such was the demand for it, 
even at that rate.” 


From Mar. 6, 1829 to June 20, 1831 

SAMUEL D. mGHAM, SECRETABY OF THE TREASURY 
(Andrew Jackson—President) 

1829 Considering the increase in population and the estimated 
balance in the Treasury, the sinking fund commissioners computed 
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that $12,000,000 could safely be applied in the four succeeding 
years to complete the payment of the whole public debt within 
the year 1834. 

1830 On January 1, the public debt was $48,565,406. The total 
population of the United States was 12,866,020. Chicago was not 
even mentioned in the United States Census, when the population 
of New York City was 242,278. 


From Aug. 8, 1881 to Mat 28,1883 

LOUIS McLANE, SECRETARY OP THE TREASURY 

(Andrew Jackson—President) 

1831 The Secretary stated. 

Seventeen years ago the country emerged from an expensive war, en¬ 
cumbered wiA a debt of more than $127,000,000, and in a comparatively 
defenseless state. In this short period it has repealed all the direct and in¬ 
ternal taxes which were imposed during the war, relying mainly upon 
revenue derived from imports and sales of the public domain. From these 
sources, besides providing for the general expenditure, the frontier has 
been extensively fortified, the naval and maritime resources strength¬ 
ened, and part of the debt of gratitude to the survivors of the Revolu¬ 
tionary War discharged. We have contributed a large share to the general 
improvement ... by the purchase of the valuable territory of Florida, 
and acquired the means of extinguishing the heavy debt incurred in sus¬ 
taining the late war, and all that remained of the debt of the Revolution. 

1832 The Secretary reported—The whole of the public debt 
which, by the terms of the several loans, the United States has a 
right to redeem, will have been paid off by the end of the year. 
There will then remain only $6,962,660 of funded debt, consisting 
of 5% stock redeemable after January 1885, and 43^% stock re¬ 
deemable after December 1833. Evidences of final cancellation 
“will be a proud day for the American people, when, to all those 
honorable .characteristics which have rendered their career so mem¬ 
orable among nations, they shall add the rare happiness of bhing a 
nation without debt.” 
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In anticipation of the time when surplus revenues would not be 
required to absorb the debt. Secretary McLane urged a reduction 
of the revenue. He suggested lessening the existing duties, and 
stated, “The main purpose of taxation by the general Govern¬ 
ment, according to the spirit of the constitution, is to pay the debts 
and to provide for the common defense and general welfare of the 
Union.” He argued that high protecting duties which directly 
tend to build up favored class.es were prejudicial to the safety of 
the State and recommended “a reduction of the duties to the 
revenue standard.” 

From Mat 29,1838 to Sept. 22,1833 

WILLIAM J. DUANE, SECRETARY OF. THE TREASURY 
(Andrew Jackson—President) 

From Sept. 23,1883 to June 25,1834 

ROGER B. TANEY, SECRETARY OF THE TREASURY 
(Andrew Jackson—President) 

1833 The compromise Tariff Act of 1833 corrected disparities 
in the tariff laws and provided for a gradual reduction of duties. 
Notice was given of intended reimbursement of the residue of 
loans redeemable at the pleasure of the Government in 1834. 

Political opposition to the Banlc of the United States resulted in 
the Secretary’s announcement of the withdrawal of Government 
deposits from that bank on evidence that it “has been, and still is, 
seeking to obtain political power, and has used its money for the 
purpose of influencing the election of public servants.” 

From Jtjlt 1, 1834 to Mar. S, 1841 

LEYI WOODBURY, SECRETARY OF THE TREASURY 
(Andrew Jackson, Martin Van Buren—Presidents) 

1834 All outstanding 4J^% stock was redeemed except the sum 
of $443. The Treasury employed agents to purchase at par the 
whole remaining debt; the 5% stock was not payable until Jan- 
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uary 1, 1835, and su ffi cient money was in the Treasury for that 
purpose. 

1835 With an appropriation of $10,000,000 annually to a re¬ 
demption fund, from current revenues and sales of lands, and by 
devoting all surplus in excess of $2,000,000 to that purpose, the 
entire public debt of the nation was paid off “or provided for” 
during the year. In his report to Congress, dated December 8, the 
Secretary estimated the amount of the public debt still outstand¬ 
ing at about $328,582, consisting mainly of unclaimed interest 
and dividends, old claims, and Treasury notes, which remained 
unpaid solely because payment had not been demanded, although 
there were ample funds to meet it. 

From December 31, 1789, to December 31, 1835, the United 
States paid for interest on the public debt the sum of $157,629,950, 
and for the principal the sum of $257,452,083, together making the 
sum of $415,082,033. 

1836 On February 6, the commissioners of the sinking fund, 
and the report of the Secretary of the Treasury, stated that all the 
debt had been paid, except the sum of $37,513; and they renewed 
their recommendation that the sinking fund and the commission¬ 
ers of the sinking fund be discontinued. It was presumed that the 
Treasury notes, issued during the War of 1812 and not presented 
for payment, had been destroyed, and that of the other sums, 
principally claims for services and supplies during the Revolution¬ 
ary War, only a small part (if any) would ever be presented for 
payment. 

With a large Treasury surplus, many proposals were forth¬ 
coming as to what to do with it. President Jackson was opposed to 
the Federal Government making internal improvements. Secre¬ 
tary Woodbury advocated distribution among the qualified State 
deposit banks, and Congress finally adopted a resolution authoriz¬ 
ing deposit of the surplus ($37,400,000) over $5,000,000. The dis¬ 
tribution was to be made in quarterly installments, beginning 
January 1,1837, and be based upon the electoral vote in each of 
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the twenty-five States then in the Union. Under the Act of June 
23, 1836, “to regulate the deposites of the public money,” a total 
of $28,101,644.91 was so deposited, but the depression and fol¬ 
lowing panic prevented a further distribution. 

With the system of depositing public funds in selected banks, 
and the inability of the second Bank of the United States to 
renew its Federal charter, that institution ceased its connection 
with the general Government. Subsequently the stock of the na¬ 
tion in the bank was nearly all sold at a large premium and the 
proceeds paid mto the Treasury. 

The great expansion of 1835-1836 was the consequence of ex¬ 
cessive bank circulation and discounts, and an abuse of the 
credit system, all of which was stimulated by Government de¬ 
posits with the State banks, and swelled by currency and credits 
used in the wild speculation which pervaded the country. Labor 
and production decreased to such an extent that the country 
which should have been the food-producing country of the 
world became an importer of breadstuffs. A sentiment existed that 
it was more reputable to borrow money than to earn it; pleas¬ 
anter and more profitable to speculate than to work. Therefore, 
people went into debt, labor decreased, production fell off, and 
ruin followed. 

1837 Crop failures at home, and bankmg failures abroad, were 
contributing factors to the panic of this year. The disaster came at 
a time when the Treasury had pledged itself to large outlays for 
public improvements. Many banks suspended specie payments. 
The Secretary expressed the opinion that banks should never per¬ 
mit deposits to be received payable on demand in specie. The 
“flush” times of 1835 and 1836 were over. It was the currency and 
not a Government debt which caused the trouble. Facetiously 
phrasing the situation— 

Here lies the body of our Anna 
Done to death by a banana. 

It wasn’t the fruit that laid her low, ^ 

But the skin of the thing that made her go. 
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In October the President was authorized to issue $10,000,000 
Treasury notes limited to denominations of not less than $50. 
They were redeemable in one year, sold at par, bore interest at 
one-tenth of 1%, 2%, 5% and 6%; to be issued in payment of 
debts due by the United States, and the Secretary was authorized 
to borrow money on the credit of same. 

1838 After the extinguishment of the national debt, the estab¬ 
lishment of an independent Treasury was proposed for keeping 
pubUc money rather than using banks as fiscal depositories. The 
Secretary stated that change was desired to prevent corporate 
emplojnnent of the public money for political influence or private 
emolument. Government funds could then “contribute nothing to 
the depraved appetite of the age for power and speculation.” 
Political opposition prevented the bill from becoming a law until 
two years later. 

The Treasury was again faced with a deficit and an issue of 
$10,000,000 Treasury notes at 6%, with provisions similar to 
those issued in 1837, was authorized “to meet the current expenses 
of the Government.” The amount issued was $5,709,810. The odd 
figures are owing to interest accrued. 

1839 Though incommoded by repeated pressures in the money 
market and suspensions of specie pasnments by the banks within 
the last three years, the interest and aU the principal due on the 
public debt, as well as on Treasury notes, were punctually paid in 
specie whenever desired. 

1840 Anticipating a deficit, a new issue of Treasury notes was 
authorized m March, bearing interest at 2%, 5%, 5^% and 6%. 
The Secretary stated in his annual report, “The credit of the gen¬ 
eral Government has been preserved so high that. . . the Treasury 
notes have continued at par during the year, though never bear¬ 
ing an interest higher than 5^%, and subject even to the stoppage 
of that after sixty days’ notice.” 
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From Mar. 6, 1841 to Sept. 11,1841 

THOMAS EWING, SECEETARY OF THE TREASURY 
(William H. Harrison, John Tyler—Presidents) 

From Sept. 18> 1841 to Mar. 1, 1843 

WALTER FORWARD, SECRETARY OF THE TREASURY 
(John Tyler—President) 

1841 When the needs of the Treasury were discussed, Secretary 
Ewing objected to and advised against the issuance of Treasury 
notes year after year to take up maturing notes. He stated. 

In the opinion of the imdersigned, when a national debt does exist, and 
must continue for a time, it is better that it should be made & funded debt 
according to om ancient financial usage. It is then sheltered by no cover, 
and is the subject of no delusion. It is open, palpable, true. The eyes of 
the country will be upon it, and will be able at a glance to mark its reduc¬ 
tion or its increase; and it is believed that a loan for the requisite amount, 
having eight years to run, but redeemable at the will of the Government 
on six months’ notice, could be negotiated at a much less rate of interest 
than. Treasury notes. Much expense would also be saved in dispensing 
with the machinery of the issue and payment and canceling of Treasury 
notes. 

Again faced with a deficit, an issue of $5,000,000 Treasury notes 
was authorized in February with rates of interest at 2%, 5%, 
5^%, 53 ^% and 6%. A $12,000,000 Sj^-year loan was authorized 
in July and about $5,600,000 was issued, at par, bearing interest 
at 5^%, 5M%, and 6%. 


1842 To finance the continued threatened deficiency in Govern¬ 
ment revenues. Treasury ?% and 6% notes were issued; also a 
20%-year 6% loan, of which about $8,300,000 was sold at from 
discount to par. 

By Act of Congress, August 26, the “Fiscal Year” of the 
Treasury was directed to commence on ihe first day of July in each 
year, beginning with that day in the year 184^. 

Tte Tariff Act of 1842 was highly protective and increased 
duties. 
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Feom Mab. 8, 1848 to Mat % 1844 

JOHN C. SPENCER, SECRETARY OF THE TREASURY 

(■John Tyler—President) 

1843 In his annual report, the Secretary commented at length 
upon the issuance of Treasury notes, which had to be renewed 
from year to year, and which had been the preferred method in 
use by the Treasury for some time. The amount outstanding at 
any one time was limited. They were issued bearing vaiying rates 
of interest, in payment for supplies and for debts due by the 
United States, to such public creditors as chose to receive them at 
par. They were receivable in payment of all duties and taxes laid 
by authority of the United States and for public lands. Referring 
to objections which had been voiced, the Secretary said— 

The authority given by the Constitution to “borrow money on the 
credit of the United States,” in its terms comprehends every form of loan 
which Congress may think proper to prescribe; and it is not easy to per¬ 
ceive how this express and unqualified grant of power can be limited or 
curtailed. Certain it is, that the most distinguished among those who 
contend for a strict construction of the Constitution have given their 
sanction to the existence of this power, in the form of bills of credit or 
Treasury notes. 

■Well-founded objections exist to borrowing, without an urgent neces¬ 
sity, in the form either of permanent loans or those of a temporary char¬ 
acter. That necessity must also influence the terms and conditions of 
either mode. The former, by putting off the day of payment to “a more 
convenient season,” removes the most effectual check to prodigality, and 
offers a temptation of difficult resistance. It has, accordingly, proved the 
bane of all Governments. The policy of the Treasury-note system seems 
to have been devised to guard against this evil by bringing the day of 
payment close upon that of expenditure.... The Government is responsi¬ 
ble only for the use which it makes of the power to incur a debt, and not 
for the use or abuse by the people of the evidences of that debt which it 
may issue. 

A new issue of notes was authorized in place of others issued un¬ 
der previous acts and redeemed, and the same act authorized an 
issue of 10-year 5% stock, of .which $7,004,000 was sold at from 
1% to 3M% premium. 
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Feom July 4, 1844 to Mab. 7, 1845 

GEORGE M. BIBB. SECRETARY OF THE TREASURY 
(John Tyler, James K. Polk—Presidents) 

1844 Government finances were good, and no loans were author¬ 
ized. In his report the Secretary stated, 

The support of the public credit is of the first importance to the na¬ 
tional honor, national safety, national prosperity, the welfare of the 
citizens individually and collectively. . . . 

In the affairs of nations, exigencies have arisen, and may be expected to 
occur, to produce a necessity for borrowing. The changes made m mod¬ 
ern times in the condition of nations, the great alterations introduced into 
the art of war, have rendered modern wars very expensive, insomuch that 
money, to a considerable extent, may be accounted an instrument which 
conduces to victory. No nation has been able to defray the expenses 
of a modern war by the proceeds of taxes during the war.... To be able 
to borrow, and to borrow on good terms, the national credit must be firmly 
established; a system of revenue must be provided, by taxation, adequate 
to the punctual payment of interest, and pledged for that object. . . . 

No citizen of the United States, understanding the polity of the Fed¬ 
eral Government, and its past action m fulfilling its engagements, can 
have a loop whereon to hang a doubt of the future fidelity of the National 
Government in paying the interest and redeeming the principal of the 
national debts. 

Commenting upon repudiation of their debts by certain of the 
States in the period 1837-1844, which had been caused by ex¬ 
travagant issues of unsound bank paper, premature undertakings 
of internal improvements, and fanciful speculations—from the 
panic of depreciated bank notes and fall in the prices of lands and 
products, and during which time the nationalWedit was in dis¬ 
repute abroad, the Secretary stated, 

'If aliens, not understanding the texture of the National Government, 
do not distinguish accurately between engagements entered into by the 
Government of the United States, and those entered into by the several 
States, in their capacities of distinct local governments—each State hav¬ 
ing power to contract for itself, but without capacity to bind other States, 
or the Government of the United States—have distrusted the credit of 
the National Government. . . such distrust is to be regretted. That any 
one of the States should have been under a necessity, real or imaginary, 
to incur a default in payment of those who had loaned her money, is to be 
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deplored. . . . The momentum of moral force embodied in the States 
against nonfulfillment of engagements and repudiation of debts, the 
immutable principles of justice and moral obligation, will ultimately pre¬ 
vail. The States will pay—must pay their debts. 

In advocating economy in Government expenditures, the Secre¬ 
tary said— 

A government debt is no more a national blessing than a private debt 
eating into annual income is a private blessing. • • . Taxation is an evil, 
but necessarily to be endured to the extent fit and proper for the support 
of Government, prudently and economically administered. 


From Mas. 8, 1845 to Mab. 5, 1849 

ROBERT 3 . WALKER, SECRETARY OF THE TREASURY 
(James K. Polk—President) 

1845 The Secretary’s opposition to the protective tariff system 
was his conviction that equal rights and profits, so far as laws are 
made, best conform to the principles upon which the Constitution 
was founded, and should be exercised, looking to the benefits to 
the whole country and not to classes or sections. 

Reciprocal free trade among nations would best advance the interest of 
all. This is clearly illustrated by the perfect free trade which exists among 
all the States of the Union, and by the acknowledged fact that any one of 
these States would be injured by imposing duties upon the products of 
the others. 

The Secretary presented his plan to Congress in December, most 
of which was embodied in the Tariff Act of 1846. 

1846 The Independent Treasury (which law had been repealed 
in 1841) was reestablished. The operations of the Government 
were divorced from the banks and p£i,yments to or by the Treasury 
were made in specie. 

Mexican War, 18 ^ 6 - 18^^3 

War was declared May IS, 1846, and ended with the peace procla¬ 
mation of February 2, 1848. During the war period the national 
debt increased $49,450,891. Expenses for the war were met by loans 
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in the form of Treasury notes and stock. Two long-term 6% loans, 
although offered at par, were sold at prerniums ranging up to 4% 
above par. After the war the national debt was $65,778,450. 

1848 Secretary Walker reported. 

It is the duty of the Treasury Department to devote its attention to 
“The Support of Public Credit,” as well as to “the imyraoemeni and 
management of the revenue”. . . . Such has been the attachment of the 
American people to this the Government of their choice—such their re¬ 
gard for honor and good faith—that, however severe the trial or sacrifice, 
they have liquidated as they fell due all the debts of the Union. 


From Mar. 8,1849 to Jult 1850 

WILLIAM M. MEREDITH, SECRETARY OF THE TREASURY 
(Zachary Taylor, Millard Fillmore—Presidents) 

1849 The Secretary in his report proposed alterations in the 
existing tariff, stating: 

All legislation designed to favor a particular class to the prejudice of 
others, or to injure a particular class for the benefit of others, is mani¬ 
festly unwise and unjust Commerce is the machinery of exchange—it 

is the handmaid of agriculture and manufactures. ... It will be more or 
less useful as it cooperates more or less with the productive industry of 
the country. 

The Director of the Mint reported that California gold ($3,- 
200,000) and the character of it, containing silver which had to be 
separated, brought to the Mont in the present year for coinage, 
would cause a deficit for the Mint’s operations, which would have 
to be supplied with an extra appropriation. 

From Jult 9 S , 1850 to Mar. 6,1853 

THOMAS CORWIN, SECRETARY OF THE TREASURY 
(Millard Fillmore—President) 

1850 The national debt was increased by payment of the Texan 
Indemnity. A bill, which was passed and approved September 9, 
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provided that the United States should pay Texas the su m of 
$10,000,000 in stock, bearing 5% interest, and redeemable in four¬ 
teen years. No more than $5,000,000 of said stock was to be issued 
until the creditors of the State holding bonds and other certificates 
of the stock of Texas, for which duties on imports were specifically 
pledged, should first file at the Treasury Department releases of 
all claims against the United States on account of said bonds or 
certificates. But $5,000,000 in stock was issued, as a subsequent 
act (1855) provided that the creditors of Texas should be paid in 
cash, and increased the amount to be paid to them to $7,750,000. 

1851 The Secretary reported that receipts from customs for the 
last fiscal year were upwards of $49,000,000, and if that sum could 
be equaled the next three years (amounting to $150,000,000) it 
would be sufficient to meet ordinary expenses of the Government 
and to liquidate the entire public debt. 

1852 At the year-end the public debt was $65,131,692, exclusive 

of the rema ining $5,000,000 deliverable to Texas under the Act of 
September 9, 1850. The foreign commerce of the country and the 
foreign market for its products were regarded by the Secretary as 
relatively insignificant when compared with our internal and 
coastwise commerce and with the home market. ' 

Importations of foreign merchandise for the year ending June 
30 amoimted to $207,109,738, and total exports were $166,967,490. 
Numerous railroad enterprises, in progress, resulted in an “enor¬ 
mous increase in the importations of iron, at prices ... far below 
the usual cost of production, both here and abroad.” While it pro¬ 
duced no benefit to the Treasury, it destroyed the competition of 
our own producers. 

From Mar. 7, 185S to Mar. 6, 1857 

JAMES GUTHRIE, SECRETARY OF THE TREASURY 
(Fraaklin Pierce—President) 

1853 The Secretary reported that his predecessor had advanced 
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$1,750,000 to a New York broker and $493,000 to a Washington 
firm for purchases of the public debt. There was no loss from these 
transactions, but it was considered that such an advance of money 
to- agents for the purchase of the debt was of doubtful policy, and 
might become hazardous and lead to a misapplication of the public 
funds, and to favoritism. It was determined not to continue that 
method of redeeming and purchasing the public debt. 

To give public assurance that money would not be permitted to 
accumulate in the Treasury, if the public debt could be had at the 
current market price, public offers were made to redeem at the 
Treasury $5,000^000 of loans at a premium of 21% and, later, 
$2,000,000 of loans at premiums of 8J4% and 16%. The result was 
satisfactory, fair to the holders, and beneficial to the money 
market. 

1854 The report to Secretary Guthrie on United States Public 
‘^Depositories” by William Gouge, a special agent appointed to 
examine the books and accounts of the assistant Treasurers of the 
United States, stated, in part: 

When the constitutional (Independent) Treasury system was first 
brought into operation, it was under great disadvantages. In but few of 
the places where public funds are kept had the Government buildings of 
its own. In the whole valley of Ohio, the United States had not a building 
or a vault in which to deposit a dollar or a paper. 

The funds at the Treasury’s disposal for this purpose were very limited; 
and, in not a few cases, the oflSicers of the depositories had, out of their 
private means, to provide for the safety of the public money intrusted to 
their care. One depository in the western country that I visited in 1849 
reminded me more strongly of what Robinson Crusoe’s fortification may 
be supposed to have been, than anything I have seen either, before or 
since. A short description of it will be proper for the benefit of posterity. 

The chief tavern in the town was the building believed to afford the 
best security, and an apartment adjoining the barroom was made a de¬ 
pository of the treasure of the United States. Immediate access from the 
barroom to the depository was shut off by closing the door of communi¬ 
cation, and, as further security, the partition-wall was lined with boards; 
but as the glass lights in the communicating door were left uncovered, in 
order that the keeper of the public treasure might, when in the barroom, 
see into his own apartment, a determined burglar could, in a few minutes, 
have forced his way in. 
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The entrance into the depository was through a back passage under a 
stairway. Every person who attempted to enter had to stoop till he was 
almost double, and then he found his further progress obstructed by a 
grated door, fastened by an iron chain in such a way that it could not be 
opened except by main force, or with the consent of the sub-treasurer. 
V^en in the depository, the citizen who had business there found it di¬ 
vided into two apartments by a temporary partition. One of these was 
lighted by a single window, defended by iron grates of no great strength. 
In this division of the room the officer kept the chief part of his silver in 
boxes; screening the boxes themselves, as well as he could from public 
view, by covering them with a wooden casing, somewhat resembling in 
form a giant coffin. In the other division of the room, being that to which 
there was entrance under the stairway, there was an iron safe, in which 
the depositary kept his gold and so much silver as he could store therein. 
Around this apartment ran a low gallery, constructed by the depositary 
expressly that, in case of attack, he might, if in danger of being over¬ 
powered below, retire above, and shower down upon his assailants stone 
bottles and other missiles of this kind, of which he had provided an 
abxmdant store. He slept in this room, and guns, pistols, and pikes com¬ 
pleted his assortment of weapons, offensive and defensive. 

In this fantastical fortification was kept, for years in succession, hun¬ 
dreds of thousands of dollars of the United States money, simply because 
Congress had made no appropriation to provide anything better. This 
was not in an obscure part of the coimtry. It was in Jeffersonville, Indi¬ 
ana, immediately opposite to Louisville, the largest city in Kentucky. 

Mr. Gouge further commented: 

If the banks are fiscal agents, they pay the public creditors, not with 
circulating capital, but with circulaiing debt, for this is the true character 
of the circulating medium the banks create. But every payment of inter¬ 
est on the public debt made under the constitutional Treasury system 
increases the amount of the precious metals in the vaults of banks, or the 
pockets of the people. Under the constitutional system, public creditors 
are paid with circulating capital, for such is gold and silver. 

The present troubles in the money market are owing chiefly to the 
rapid extension, under a fresh supply of gold, of a paper money banking 
system which rests on principles radically unsound, especially in sanc¬ 
tioning the issue of notes of small denominations; the wars in the East 
that have caused capital to flow from Europe to Asia; the attempts to 
make in a few years numerous and extensive lines of railroads, and ex¬ 
tensive speculations in wild lands. Nothing but the constant influx of 
gold from California has prevented general bankruptcy; and if the regular 
supply from that quarter should be interrupted for only a few months, it 
would, so tensely has credit been strained, be followed by the most 
disastrous results. 
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- He continued, saying in effect: 

If the constitutional Treasury system is faithfully carried out, though 
it cannot control the banks, it will check them in their expansions; it will 
give the Government, at all times, control of its own funds—a control it 
could not have if it should deposit the public money in the banks. Though 
it cannot prevent frequent explosions of banks resting on insufficient 
capital, it will prevent a general suspension of specie payments. 

‘"The less Government has to do with banks, and the less banks have 
to do with Government, the better for both,’’ if it be not an adage, ought 
to be one. “Every inquiry I have made,’^ said Mr. Wm. Jones, the first 
president of the United States Bank, “has entirely convinced me that 
every formidable difficulty with which the bank (the United States 
Bank) has had to contend, has been produced by its agency for the Gov¬ 
ernment, and particularly the too rapid reduction of more than $18,000,- 
000 of the public debt between June 1817 and November 1818.” It was 
the connection of bank and State that caused the Bank of England to 
suspend specie payments in 1797, and to continue in a state of suspension 
for more than years. It was the connection of bank and State that 
caused our own banks to suspend specie payments in 1814, and again in 
1837. ... In no country has a general suspension of specie payments 
occurred, except such as has been caused by the connection of bank and 
State. 

The constitutional Treasury system has now been in operation for 
nearly nine years. . .. Each succeeding year has afforded additional evi¬ 
dence of its being the system that is best adapted to the wants of the 
- Government and of the people. We cannot depart from it without de¬ 
parting from the principles of the coinstitution. Every proper means 
ought therefore to be taken to bring it as near to perfection as possible, 
and to make it the permanent system of the nation. 

1855 The Secretary estimated the amount of gold and silver in 
circulation was over $250,000,000, and bank notes in circulation 
$187,000,000. On November 17 the public debt totaled $39,969,731. 

1856 The Secretary recited the legislative power is responsible 
for all wasteful, extravagant, and unnecessary expenditures as 
may be authorized. The Executive has the right to recommend the 
repeal of laws for the purpose of lopping off all waste. The first 
step in the right direction is to modify revenue laws so that— 

... No more money shall be collected from the people than is required 
for an economical administration of the Government, in fulfillment of all 
its obligations and duties, external and internal. The second step is the 
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honest and faithful application of the moneys, to the legitimate purposes 
of the Government. . . . Many believe that the $6,000,000 or $7,000,000 
annually expended, out of the National Treasury, for carrying the mails 
and for printing books, etc., has been caused by a redundant and over¬ 
flowing treasury. 

He suggested a modification of the tariff and a reduction of the 
revenue from customs: 

The propriety of increasing our free list, by admitting the raw material 
used in our manufactures, to free entry, and thereby giving to the capital 
and labor of our people, equal competition with the capital and labor of 
foreign countries. . . . Many persons suggest that we should repeal all 
tariffs, and establish the same free trade with foreign nations that exists 
between the States of the Union. ... I have considered that foreign na¬ 
tions are not prepared for the same free trade we enjoy with each other, 
and that we cannot have reciprocal free trade, without their consent; and 
that until they agree to admit our productions free, it would not be ex¬ 
pedient to admit theirs,'‘free, and allow them to tax our labor, when we do 
not tax theirs, in return. 

From Mar. 7, 1857 to Dec. 8, 1860 

HOWELL COBB, SECEETABY OF THE TREASURY 
(James Buchanan—President) 

1857 On January 1 the public debt totaled $28,699,000, having 
been reduced steadily since the issuance of the Texan Indemnity 
Loan. Further reductions in the debt for a considerable period 
were prevented by the panic of this year which caused general 
financial distress and was due partly to '‘reckless speculative en¬ 
terprise, in which industrial development had outstripped the 
country’s credit facilities.” The Tariff Act of 1857, which went 
into effect July 1, lowering many of the duties and increasing 
the free list, induced many persons to believe that the one was 
the necessary cause of the other. 

The Act of December 23 authorized the issuance of Treasury 
notes at various rates from 3% to 6%. During the fiscal years 
1858-1860 a total of $52,778,900 was issued. 

The Secretary commented: 

A revulsion in the monetary affairs of the comttry always occasions 
more or less distress among the people. . .. There are many persons who 
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seem to think that it is the duty of the Government to provide relief in all 
cases of trouble and distress. They do not stop to inquire into the power 
which has been conferred by the people upon their agents, or the objects 
for which that power is to be exercised.... The estimates of receipts into 
the Treasury for the present fiscal year exhibit the fact that the income of 
the Government will be considerably reduced. In this state of things it is 
seriously urged that our expenditures should be increased for the purpose 
of affording relief to the country. Such a policy would doubtless furnish 
employment to large numbers of worthy citizens. It would require the 
use of large amounts of money, to be raised either by a loan or the issuing 
of Treasury notes, and would thus afford temporary relief to the country 
to an extent limited only by the discretion of the Government in this un¬ 
authorized use of the public treasure and credit. But where shall we look 
for the power to do this in the Constitution? What provision of that in¬ 
strument authorizes such a policy? . . . 

Public opinion generally holds the banks responsible for all our em¬ 
barrassments. The true cause is to be found in the undue expansion of the 
credit system. . . . Credit, confined to its legitimate functions, is the 
representative of capital, and when used within that limit, may extend 
and invigorate trade and business; when it ceases to be such representa¬ 
tive, it stimulates overtrading, excites speculation, and introduces an 
unsound state of things in the business of the coimtry. It is this undue 
expansion of credit which has brought the country to its present em¬ 
barrassments. 

1858 Discussing the deficiency in the means of the Govern¬ 
ment, the Secretary disputed the protectionists^ claim that the 
new lowered tariffs of 1857 were responsible for the general 
calamity. He said, 

The foreign producer and manufacturer have not been benefited by the 
reduction. . . . The revulsion was not confined to the United States, or 
even to this continent. It swept over the world, and was felt with equal 
and perhaps greater severity in other countries than our own. 


1859 Although the country's business was rapidly recovering 
from* the depression and panic, the Treasury's finances continued 
to show a deficit. The Secretary was confident that the business 
of the country would continue in its present state of compara¬ 
tive prosperity, and stated, ‘^‘The idea of increasing the public 
debt to meet the ordinary expenses of the Government should 
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From Dec. 12, 1860 xo Jan. 14, 1861 

PHTLIP F. THOMAS. SECHETAEY OF THE TEEASURY 
(James Buchanan—President) 

1860 The Act of June 22 authorized a 10-year 5% loan to pro¬ 
vide for the redemption of Treasury notes as they fell due. The 
first offering of $10,000,000 was made in September, of which 
about $7,000,000 was sold at rates varying from par to 1.45% 
premium. The failure to realize the whole amount of the loan was 
caused by the political troubles wiiich had arisen. It was becoming 
evident that war was inevitable and during the commercial crisis 
which ensued a portion of the bidders forfeited their deposits and 
the loan was withdrawn from the market. 

In his report dated December 4, Secretary Cobb stated that the 
country had never been in a more prosperous condition, with 
abundant crops, money seeking safe investments, and everything 
to indicate more than the usual increase in trade and business. 
“The causes which have so suddenly arrested this tide of pros¬ 
perity must be looked for outside of the financial and commercial 
operations of the cotmtry. They are of a political character” (the 
result of the November elections). 

Authority for the issue of Treasury notes became necessary, and, 
under the Act of December 17, $10,000,000 notes were issued, of 
which over 95% were sold bearing rates of interest from 10% to 12%. 

When A. B. Longstreet, United States delegate, attended the 
first meeting of the International Statistical Congress in London, 
he left abruptly because he resented the Chairman’s remarks to an 
American visitor: “I call the attention of Mr. Dallas to the fact 
that there is a negro present, and I hope he will feel no scruples on 
that account.” The negro rose and said: “I have only to say that I 
am a man.” This remark was received with loud applause! 

Subsequently Mr. Longstreet gave to the public his economic 
and socialistic views about “slave property,” saying: 

There are about 4,000,000 of slaves in the United States... worth, at a 
very moderate calculation, $240,000,000.... If set free they would suffer. 
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languish, die. .Does charity, does religion demand of us to put them in 
that condition? . . . How arie they to live? . . . What obligation is there 
upon one class of freemen to support another? ... The very act of eman¬ 
cipation would consign nineteen-twentieths of the masters to abject pen¬ 
ury and want. . . . Will it be said that white labor would supply their 
places? . . . This thing of diverting large amoimts of labor and capital 
from one channel into another is a work of time; it cannot be accom¬ 
plished in a day. Time may turn the sailor into a farmer, but death would 
overtake him before employment, where there were practiced farmers 
enough to supply the demand. 


From Jan. 15, 1861 to Mar. 6, 1861 

JOHN A. DIX, SECRETAEY OF THE TREASURY 
(James Buchanan—President) 

From Mar. 7, 1861 to June 30, 1864 

SALMON P. CHASE, SECRETARY OF THE TREASURY 
(Abraham Lincoln—President) 

Civil War, April IS, 1861-May 29,1865 

1861 .With a depleted Treasury the country faced the impend¬ 
ing Civil War. The national credit had declined to a 12% basis, 
calculated at the gold value of the paper dollar. No machinery 
existed for the collection of new taxes, the country had no uniform 
currency, customs revenues were low, and the banks displayed 
weak patriotism. A $25,000,000 10-20 year 6% loan, authorized 
by the Act of February 8, with no restrictions as to sale at par, was 
sold at an average rate of 10.97% below par. 

When eleven States had attempted to secede from the Union 
and were in actual revolt. President Lincoln asked for authority to 
borrow $400,000,000 to be placed “at the control of the Govern¬ 
ment,” and Secretary Chase advocated taxation “for the punctual 
payment of the interest on loans, and for the creation of a gradu¬ 
ally increasing fund for the redemption of the principal.” 

By the Acts of July 17 and August 5, the Secretary was author¬ 
ized to borrow $250,000,000 in 20-year bonds at not exceeding 7% 
interest, or 3-year Treasury notes at 7.80% interest. The Secretary 
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was also authorized to issue $50,000,000 Treasury notes, of a de¬ 
nomination less than $50 but not less than $5, payable on demand, 
and receivable for all public dues; or 1-year notes of denominations 
over $50 at 3.65%. The first $50,000,000 6% bond issue was sold 
at a discount of 10.67% below par. 

Representatives from the banking institutions of Boston, New 
York, and Philadelphia met with the Secretary in New York “and 
agreed to unite as associates in moneyed support to the Govern¬ 
ment, and to subscribe at once a loan of $50,000,000,” in the form 
of 3-year 7.30% Treasury bonds or notes. Public subscriptions 
were to be made through the banks. Two issues of $50,000,000 
each, in the form of 3-year 7.30% bonds at 100 were so negotiated, 
and $45,795,478 20-year 6% bonds “reduced to the equivalent of 
sevens.” 

The Secretary also freely used his authority to issue demand 
notes. 

The needs of the Government prevented the banks from retain¬ 
ing the Government deposits received in the loan operations; also 
the banks were called upon to make their payments in specie. 
Hoarding of gold and the continued issuance of demand nqtes by 
the Treasury increased their embarrassments. On December 30, 
the banks of New York suspended specie payments, and their ex¬ 
ample was followed by most of the banks throughout the country. 
The Government yielded to the same necessity in respect to the 
United States notes then in circulation. Secretary Chase stated: 

Unexpected military delays increased expenditures, diminished con¬ 
fidence in public securities, and made it impossible for the banks and 
capitalists who had taken the previous loans to dispose of the bonds held 
by them except at ruinous loss, and impossible for the Government to 
negotiate new loans of coin except at like or greater loss. These conditions 
made a suspension of specie payments inevitable. 

The Secretary asked for additional powers for the negotiation of 
loans, since the receipts of revenues from duties had not fulfilled 
his former expectations. He recommended a further increase in 
customs duties, and also in the direct tax so as to produce from the 
loyal States alone a revenue of at least $20,000,000. His estimates 
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included a probable $30,000,000 additional from the income tax 
and internal revenue duties. 

The Secretary further recommended the' substitution of a na¬ 
tional for a state currency. The plan contemplated the issuance to 
institutions and associations of notes prepared for circulation 
under national direction, and to be secured as to prompt converti¬ 
bility into coin by the pledge of United States bonds and other 
needful regulations. 

1862 The Treasury had no receipts from direct taxes from 1840 
to 1862. 

The Act of February 25 granted authority for the issue of (1) 
$150,000,000 United States notes, to be a legal tender in payment 
for all debts within the United States, except duties on imports 
and interest on the public debt; (2) $500,000,000 5-20 year 6% 
bonds, known as “Five-Twenties,” into which the Treasury notes 
issued might be converted at the will of the holder; and (3) 
temporary loan deposits with interest at 5%. By subsequent 
acts the amounts authorized were increased and some provisions 
modified. 

The United States notes were made a legal tender and lawful 
money because it was thought that this character was necessary to 
secure their currency. Those who advocated their issue justified 
themselves on the ground of necessity. No one who spoke in favor 
of the measure favored it upon principle, or hesitated to express his 
apprehensions that evil consequences might result from it. But the 
Government was in peril, the emergency was pressing, necessity 
seemed to sanction a departure from sound principles of finance, if 
not from the letter of the Constitution, and an inconvertible 
currency became the lawful money of the country. 

The Act of March 1, 1862, authorized the Secretary of the 
/ Treasury to issue, to any public creditor who might desire to re¬ 
ceive the same, certificates of indebtedness for the whole amount 
due, or parts thereof, not less than $1,000, in satisfaction of 
audited and settled accounts. These certificates were to bear 6% 
interest, and were payable one year from date of account. A later 
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act authorized their issue in payment of disbursing oflBcers’ checks 
drawn on the Treasurer of the United States. 

The depreciation of the currency, resulting in a great measure 
from the unrestricted issues of non-specie-paying banks and un¬ 
authorized associations and persons, caused the rapid disap¬ 
pearance from circulation of small coins. By the Act of July 17, 
Congress authorized the use of postage and revenue stamps as a 
fractional currency, preferring this expedient to metallic tokens or 
coins reduced in value below existing standards. 

On October 1, the amount of legal tender notes outstanding was 
$170,246,000, and the discount was 20% (subsequently being as 
high as 64%). That depreciation was marked by the advance in 
price of every commodity the Government was compelled to buy 
with the reduced purchasing power of the currency used. 

1863 The National Bank Act of 1863 (redrafted 1864) provided 
for a national currency secured by United States bonds. 

To provide for the large disbursements constantly demanded by 
military and naval operations, and for current demands, the Act 
of March 3 authorized the issuance of 1-year and 2-year notes at 
5%; compound-interest notes at 6%; 6% bonds, payable in not 
less than ten nor more than forty years, and gold certificates bear¬ 
ing no interest. The act also repealed part of the Act of February 
25,1862, which restricted the sale of bonds to “market value,” and 
limited the conversion of United States notes into bonds to July 1. 

The Loan Act and the National Banking Act were followed by 
an immediate revival of public credit. The Treasury had been un¬ 
successful in disposing of the five-twenties of 1862 and Secretary 
Chase employed a Philadelphia banker as a general agent in selling' 
the bonds to the public. Sub-agents were appointed, the public’s 
interest was aroused, and “success quite beyond anticipation 
crowned the efforts of the Secretary to distribute the five-twenty 
loan in all parts of the country.” 

, In a circular letter to the new national banks, December 30, 
Hugh McCulloch, the first Comptroller of the Currency, stated: 
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AlAough the loyal States appear superficially to be in a prosperous 
condition, such is not the fact.. while cities are crowded and the country 
is to the same extent depleted, and waste and extravagance prevail as they 
never before prevailed in the United States, the nation, whatever may be 
the external indications, is not prospering. .. . The war in which we are 
involved is a stern necessity and must be prosecuted ... no matter what 
may be its cost; but the country will unquestionably be the poorer every 
day it is continued. The seeming prosperity of the loyal States is owing 
mainly to the large expenditures of the Government and the redundant 
currency which these expenditures seem to render necessary. 


Fkom July 5, 1864 to Mar. 3 , 1865 

a 

WILLIAM P. FESSENDEN, SECRETARY OF THE TREASURY 
(Abraham Lincohi—President) 

1864 The highest amount of legal tender notes “greenbacks” 
outstanding at any one time was $449,338,902 on January. 3. They 
had depreciated to a gold value of about 49 cents, which auto¬ 
matically added to the cost of the war. Secretary Chase requested 
additional freedom in negotiating loans. The Act of March 3 
authorized a new loan of $200,000,000, payable in ten or forty 
years, at a rate not exceeding 6%, but the Secretary subsequently 
reduced the rate to 5%. The issuance of short-term loans was as¬ 
cribed to the opposition by Secretary Chase to long-term bonds 
and his reluctance to raise interest rates on Government bonds to 
the rate prevailing in the money market. An additional amount of 
five-twenties was also issued under this act. 

The Act of June 30 authorized the Secretary to borrow, from 
time to time, $400,000,000, and to issue therefor bonds or notes. 
This bin also contained the provision that all bonds. Treasury 
notes, and other obligations of the United States should be exempt 
from all taxation by or under any State or municipal authority. 

Secretary Fessenden took oflSce on July 5, In his report dated 
December 6 he stated, in effect: The cash balance in the Treasury 
on July 1 was $18,842,558. The unpaid requisitions on the 5th 
were $71,814,000. The amount of certificates of indebtedness out¬ 
standing was $161,796,000. The daily expenditures could not be 
calculated at less than $2,250,000. 
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To meet the pressing claims of the Treasury and also to provide 
for the additional daily expenditures, he could look nowhere but to 
the receipts from ordinary sources, and to the power to borrow 
money under existing laws. He could expect no substantial aid 
from customs, but Congress having provided for a large increase 
of internal duties, by a law effective July 1, increased revenue was 
hoped for from that source. 

The prospect of ^negotiating a loan in the ordinary way was by 
no means flattering, as the notice for a loan of $33,000,000, ad¬ 
vertised on June 25, had been withdrawn on July 2, the Secretary 
having reason to believe that such loan would not be taken on terms 
which it would be for the interest of the Government to accept. 

The Secretary then met in New York with the representatives 
of a large number of the banks in the cities of New York, Phila¬ 
delphia and Boston, but they were not able to furnish the assist¬ 
ance required upon terms which, under existing provisions of law, 
the Secretary felt authorized to accept. He had, therefore, no other 
alternative than to issue legal tender notes to a very large amount, 
or again to advertise for a loan; and he had no hesitation as to 
which course should be adopted. 

On July 25 the Secretary issued proposals for a nationa.1 loan 
and offered the “seven-thirty” per cent 3-year notes, authorized 
under the Act of June 30. These notes were convertible into 5-20 
year bonds. Although extensively advertised the loan was not as 
successful as had been anticipated. 

To meet other pressing demands, the Secretary again offered 
for public competition about $32,000,000 bonds issued under the 
Act of March 3,1863, “the whole amount offered being taken at a 
premium of 4% and upwards.” For an offering of $40,000,000 5-20 
year bonds (Act of June 30) a slight premium was paid. With the 
hope of favorably affecting the market price of certificates of in¬ 
debtedness, the Secretary decided to receive one-fourth of the 
subscription in these securities. 

In his report dated November 25, Comptroller of the Currency 
McCulloch commented: 
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Seven-thirty Per Cent Notes 

Grovernments should not be bankers. None has existed which could be 
safely trusted with the privilege of permanently issuing its own notes as 
money.... Nothing but an overpowering public exigency will at any time 
justify it. . . . 

When the war has been concluded, and the exigency which made the 
issue of Government notes a necessity has ceased to exist, there will be 
very few to advocate the continued use of them on the groimds of 
economy. . . . 

When money is plenty, and fortunes are being rapidly acquired, the 
country is always in a feverish and unhealthy state. This is especially 
true at the present time. The enormous expentoures of the Government 
and the great advances in prices since the commencement of the war have 
made many persons suddenly rich, and upon fortimes suddenly acquired 
have followed reckless expenditures, extravagance, waste. Speculation is 
taking the place of sober and persevering industry and thousands are de¬ 
luded with the notion that the wealth of the nation is being increased by 
the increase of its indebtedness. 


From Mab. 9, 1865 to Mab. 3,1869 

HUGH McCULLOCH, SECRETARY OP THE TREASURY 

(Abraham Lincoln, Andrew Johnson—Presidents) 

1865 The Act of March 3 authorized the issue of $600,000,000 
in bonds and Treasury notes (7.30s), in addition to amounts pre¬ 
viously authorized. Under authority of this act, 6% five-twenties 
and Consols of 1865,1867 and 1868 were sold. 

Efforts to negotiate securities were not being attended with the 
usual success, while war expenses were $2,000,000 a day.* The 
emergency gave the Secretary no time to try experiments for bor¬ 
rowing on a new s^urity of long time and lower interest rates. It 
was estimated that at least $700,000,000 was needed, regardless of 
the interest cost of raising it. By the end of 1864 only $110,800,000 
of the 7.30% notes had been sold. The Secretary called to his aid 
the “well-tried agent” who had been employed by his immediate 
predecessors, and offered additional 7.30% notes—the most popu¬ 
lar loan ever offered to the people (interest 2-cents a day). In less 
than four months the Treasury was in a condition to meet every 
demand upon it. A total of $829,992,500 of these notes was issued, 
some being placed in June and July after the close of the war. 
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The Peace Proclamation was signed on May 29, Total annual 
expenditures of the Government, which amounted to about $66,- 
500,000 in 1861, had increased to $1,297,000,000 by 1865. The 
whole public debt of the Union had amounted to but $90,867,827 
on January 1, 1861. It reached its maximum on August 31, 1865, 
at which time it amounted to $2,845,907,626 (less about $88,000,- 
000 in the Treasury). More than one-half of the debt consisted of 
temporary obligations, of which about $830,000,000 bore interest 
at 7.30%. The average rate of interest on $1,725,000,000 of the 
debt of that date was 6.62%. 

The Civil War debt was considered to be a crushing burden; it 
had been contracted in less than four and one-half years. The 
terms and conditions under which many of the loans were author¬ 
ized were so complex as to be virtually incomprehensible. Gov¬ 
ernment loans for the period 1861-1865 approximated $2,600,- 
700,000, The total cost of the Civil War was estimated at $3,500,- 
000,000. An estimated 70% w;as obtained by loans and 30% by 
revenue, mostly customs receipts. 

The task of converting a thousand milli ons of temporary obli¬ 
gations into A funded debt was an exceedingly difficult one. 
The Secretaiy asked for authority to sell bonds for the pur¬ 
pose of retiring Treasury notes and United States notes, and 
stated: 

When the whole debt shall be put in such a form that interest only can 
be demanded until the Govenxment shall be in a condition to pay the 
principal, it can be easily managed. . . . 

Nothing but revenue will sustain the national credit, and nothing less 
than a fixed policy for reduction of the public debt will be likely to pre¬ 
vent its increase.... We need not be anxious that future generations shall 
share the debt with us. Wars are not at an end, and posterity will have 
enough to do to take care of the debts of their own creation. 

Secretary McCulloch stated the legal tender acts were to be 
regarded as a war measure. He questioned the right of Congress 
to issue obligations for a circulating medium as money, and 
warned that the plethora of paper money was an evil, and, if jaot 
checked, would culminate in widespread disaster. The paper cir¬ 
culation on October 31 totaled $704,218,038: 



“In God We Trud' 
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United States notes and fractional currency.$454,^18,088 

National bank notes... 185,000,000 

Notes of State banks, including outstanding issues of States banks 

converted into national banks. 65,000,000 


He also stated that the existing exemption from State and 
municipal taxation of Government securities now outstanding 
would be scrupulously regarded because that exemption is a part 
of the contract under which the secmities have been issued and 
the money loaned to the Government, and it would not only be 
unconstitutional, but a breach of the public faith of the nation to 
disregard it.... Every taxpayer is personally interested in having 
the public debt placed at home, and at a low rate of interest, which 
cannot be done if the public securities are to be subject to local 
taxation. ... The taxpayers of the United States cannot afford to 
have their burdens thus increased. 

After the war industry rapidly developed, capital went into 
speculation, and the payment of bonds with greenback currency 
was advocated. 

When greenbacks were first issued. Secretary Chase copsulted 
the president of one of the Philadelphia banks regarding putting 
a motto, "In God We Trust,” on them. The reply was, "Perhaps 
the most appropriate woijjd be ‘Silver and gold have I none; but 
such as I have give I thee!’ ” The project was abandoned. The 
motto was stamped on the 2-cent piece, a popular coin, "expres¬ 
sive of our nation’s reliance upon the ‘God of Nations’ in this hour 
of peril and danger.” The Director of the Mint asked. 

Why should this distinct and unequivocal recognition of the sovereignty 
of God... be confined to our bronze coinage? The silver and gold are His 
and upon it should be impressed, by national authority, the declaration 
of our nation’s confidence and trust in TTim “who maketh war to ceJtse 
unto the ends of the earth”.... Let our nation in its coinage honor Him, 
in whom is our strength and salvation. 

The motto, “In God We Trust,” was authorized by Congress, 
March 3, 1865, to be placed upon all the gold and silver coins of 
the United States susceptible of such addition since the commence¬ 
ment of the current year. 
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1866 The Treasury proceeded in its reorganization of the debt. 
Under the Act of April 12, the Secretary was empowered to con¬ 
vert any Treasury notes or other obligations issued under any acts 
of Congress, whether bearing interest or not, into long-term bonds 
already authorized under previous acts; the public debt was not 
to be increased, and not more than $10,000,000 United States 
notes (greenbacks) could be retired and canceled within six months 
from the passage of the act, and thereafter not more than $4,000,- 
000 in any one month. 

Under this authority temporary interest-bearing obligations 
were subsequently converted into 6% 5-20 year bonds. 

Secretary McCulloch commented, “Nothing in our history has 
created so much surprise, both at home and abroad, as the reduc¬ 
tion of our national debt.” 

American bonds held in Europe were estimated to total 
$350,000,000 United States Government, $150,000,000 State 
and municipal, and $100,000,000 railroad and other stocks and 
bonds. Later this estimate was stated to be from $100,000,000 
to $150,000,000 too low. 

1867 Cash in the Treasury had increased rapidly and over 
$100,000,000 of the debt was paid. « 

Secretary of State Wm. H. Seward arranged for the purchase of 
Alaska (called Seward’s folly) from Russia for $7,200,000. About 
$5,800,000 was payment for Russia’s naval assistance during the 
Civil War, so the net cost was only $1,400,000. 

There was a general sentiment among taxpayers that the ex¬ 
emption of Government bonds from local taxation ought to be 
avoided in future issues. The Secretary believed that the States 
should be compensated in some manner for the right “now denied 
of taxing them, as other kinds of property are taxed.” He sug¬ 
gested an issue of 20-year bonds as a consolidated debt, bearing 
6% interest,,into which all other obligations of the Government 
should be converted as rapidly as possible, and one-sixth part of 
the interest at each semi-annual payment to be reserved by the 
Government and paid over to the States, according to their popu- 
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lation. By this means, all the bonds, wherever sold, would be taxed 
alike and a general distribution of them be secured. “If the debt to 
be funded shall amount to $2,000,000,000, the amoimt to be 
reserved and paid to the States annually would be $20,000,000.” 

Besides taxation of United States securities, the currency ques¬ 
tion was agitated to deprive national banks of the right to issue 
notes for circulation; also, the question of an increase of Govern¬ 
ment currency, and the pasonent of bonds in United States notes 
instead of in coin. 

The policy of contracting the currency, although not enforced 
to the extent authorized by law, had prevented an expansion of 
credits. There were many opponents of this policy, and members 
of the House advocated a new issue of non-interest legal tender 
notes, not exceeding $100,000,000, to redeem outstanding com- 
poxmd interest notes! 

Concerning the proposal to issue additional United States notes 
(legal tenders) the Secretary commented. 

When money was borrowed by the Government to carry on the war, 
these notes and bonds were given for the payment of money. It was un¬ 
derstood and declared that legal tenders were resorted to as a temporary 
expedient to meet pressing emergencies, not as a permanent policy. This 
entire theory of continuing and augmenting the issue in order to pay off 
the debt in the same kind of paper money in which it was contracted, is 
an afterthought, a cunning device. 

1868 The Act of February 4 canceled the authority given to 
the Secretary in 1866 to retire and cancel United States notes. 

In his annual report the Secretary stated, in effect, —Why 
should not an irredeemable Government currency be regarded as 
an evidence of bad management of the national finances, if not of 
national bankruptcy? The United States notes, although declared 
by law to be lawful money, are, nevertheless, a dishonored and 
disreputable currency. The people are compelled to take as money 
what is not money. Notes as lawful money have driven specie 
from circulation and made it merchandise. In the language of Mr. 
Webster, one of the greatest men of modem times, describing the 
evils of an inconvertible currency: “Of all the contrivances for 



50 Concerning U. S. Government Securities 

cheating the laboring classes of mankind, none has been more 
effectual than that which deludes them with paper money.” 

The Act of March 31 exempted from taxes nearly all the manu¬ 
factures of the country other than distilled spirits, fermented 
liquors, and tobacco. It deprived the Treasury of an immense 
revenue and benefited manufacturers rather than consumers. 

From Mar. 12, 1869 to Mar. 16, 1873 

GEORGE S. BOUTWELL, SECRETARY OF THE TREASURY 

(Ulysses S. Grant—President) 

1869 The Public Credit Act of March 18 reassured the creditors 
of the nation. It, committed the faith of the United States to the 
pa 3 nnent in coin or its equivalent of all obligations of the United 
States not bearing interest, known as United States notes, and of 
all the interest-bearing obligations, except in cases where other 
provision had been made in authorizing the issue. 

Complaint had been made of the manner in which gold had been 
disposed of, styled as “secret sales,” and in 1868 the Treasury 
Department had begun selling gold to the highest bidder. Specu¬ 
lators dominated the gold market to the disadvantage of commer¬ 
cial buyers for legitimate purposes. Sensing the opportunity. Jay 
Gould and James Fisk endeavored to corner the gold supply. To 
make their venture successful, the administration for months had 
been persuaded to cease selling gold in order to keep up the price, 
supposedly to make the farmers’ grain wprth more. Tlie premium 
had been manipulated up to a quotation of 162 until the Secretary 
ordered the sale of the Treasury’s gold, causing a sudden price decline 
to 136 and the market crisis of “Black Friday” on September 24. 

On December 1, the principal of the public debt, not deducting 
bonds and cash on hand, amounted to $2,606,286,789. Of this 
amount $356,113,258 was represented by United States notes not 
bearing interest, the larger part of which tiie Secretary stated was 
needed for circulation, but the amount could be reduced from the 
ordinary revenue of the country if Congress considered it expedi¬ 
ent to make such provision. 
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Refunding Civil War Debt 

In his annual report, the Secretary submitted a plan for funding 
part of the outstanding 5-20 year bonds which were redeemable, 
or soon would be, at the pleasure of the Government. He recom¬ 
mended a new loan at a rate not exceeding interest, payable 
in coin and free of all taxes, to be offered in exchange; the new 
bonds to be redeemable in fifteen, twenty, and twenty-five years. 
To avoid employing agents to place the loan, he advised allowing 
a liberal commission to subscribers. 

The yield range for the 5-20 year bonds between 1862-1869 was 
7.75% to 4.75%. 

Arrangements were made for the manufacture of paper for the 
currency and other obligations of the United States, and for the 
printing of same. Under a provision of an act approved June 30, 
1864 "a peculiar paper has been designated as the Government 
paper,” to be devoted exclusively to this purpose. Its receipt by a 
Government agent stationed at the mills and supervision of its 
printing and disposition of every sheet was to stop fraudulent 
practices in the revenue system. ' 

The Treasurer, in his report, urged an increase in the pay of 
employees of his ofl&ce. He cited that aU the coupons, and aU 
mutilated United States notes and fractional currency, are as¬ 
sorted, counted, and prepared for destruction by female clerks, 
which requires great care and subjects these clerks to great respon¬ 
sibilities and risks, and not infrequently to pecuniary losses: 

It frequently happens that a lady engaged in the counting of money 
loses more than half her month’s salary by reason of having lost money, 
qr having overlooked and passed over coimterfeit notes. Many female 
clerks, receiving only nine hundred dollars per annum, can do, and do, 
more work of the kind mentioned, and do it better than any clerk in the 
department, receiving double their salary, possibly can. 

1870 The Act of July 14 authorized the issue of $200,000,000* 
5% bonds, redeemable after ten years; $300,000,000 43^% bonds, 
redeemable after fitfteen years, and $1,000,000,000 4% bonds, 
redeemable after thirty years; the principal aind interest of all 


*Increased to $500,000,000 by tbe Act of Januaiy 20,1871, provided that tbe aggregate 
amoiuit issued of the three classes should not exceed the amount originally authorized. 
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bonds to be payable in coin, and all to be exempt from United 
States or State taxes. The proceeds from the sale of the bonds 
were to. be applied to the redemption of the five-twenties or the 
bonds to be exchanged for five-twenties, par for par. 

During the twelve months up to December 1 the debt was 
reduced by $119,251,240. 

The average rate of gold for the first eleven months of the year 
was 15.2% premium, indicating an improvement in the value of 
the paper currency of about 17%. 

The Secretary reported. 

Whatever arguments may be adduced, or whatever theories advanced, 
the fact must ever remain that a public debt is a public evil. It is espe¬ 
cially burdensome to the laboring classes, and it is, therefore, in their 
interest to provide for the constant reduction of the existing national 
debt. This policy will not prevent such changes m the revenue system 
from time to time as will equalize the inevitable burdens of our present 
condition: and within a comparatively short period the taxes may be 
removed from many articles of prime necessity. 

1871 Public finances shared in the general prosperity of the 
country. However, maintenance of public credit was recognized 
as more’desirable than relief from taxation. 

On March 6 subscriptions were opened to the National Loan 
authorized under the Refunding Act of July 14, 1870, and the 
first' preference was given to subscribers to the 5% bonds. All the 
national banks, and a large number of bankers both in this coun¬ 
try and in Europe were authorized to receive subscriptions. On 
August 1 subscriptions amounted to $65,775,550. Certain bankers • 
in Europe proposed to take the remainder of the 5% bonds upon 
certain conditions. An agreement was made with Jay Cooke & Co., 
representing bankers in Europe and in the United States. By the 
terms of the agreement the parties represented had the right to 
subscribe for the remainder of the $200,000,000 of said bonds, 
prior to April 1,1872, by subscribing for $10,000,000 at once, and 
for an average of at least $5,000,000 of bonds during the inter¬ 
vening time, subject to the right of the national banks to subscribe 
for $50,000,000 within 60 days from August 25, 1871, 
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Tax on Government Credit 

It was also agreed that national banks making or obtaining 
subscriptions, payable in coin, would be designated by the Secre¬ 
tary of the Treasury as depositaries of public money, subject to 
the usual conditions. By the last of August subscriptions were 
obtained for the entire amount offered. 

This issue of bonds (5s of 1881) was the first to state on the face 
of the bond that, “The principal and interest are exempt from the 
payment of all taxes or duties of the United States, as well as from 
taxation in any form by or under State, municipal, or local au¬ 
thority.” In previous years it had been pointed out that if the 
States possessed the power to tax the Federal Government, they 
could impede, if not destroy that Government. In 1829 the Su¬ 
preme Court stated, “The tax on government stock is .... ,a tax 
on the contract, a tax on the power to borrow money on the credit 
of the United States and consequently .... repugnant to the 
Constitution.” 

The average gold cost to the Treasury of total purchases of 
five-twenty bonds for retirement from July 21, 1870, to Jirne 28, 
1871, was $93.16 per $100. 

1872 The Secretary reported that the business of negotiating 
$200,000,000 5% bonds and the redemption of a like amount of 
the 6% 5-20 year bonds was completed. 

Since the institution of the sinking fund, in May 1869, and in 
accordance with the Act of February 25, 1862, there had been 
purchased on this account, up to and including June 30, 1872, 
$99,397,600 in bonds of the various issues known as five-twenties, 
at a net cost in currency of $110,997,185, or an estimated cost, in 
gold, of $94,097,243. 

In addition to the purchases for the sinking fund, $173,237,950 
bonds had been purchased, at a net cost, in currency, of $195,008,- 
288, or an estimated cost, in gold, of $163,376,054. 

The cost of these bonds, estimated in gold, varied from $82.21 
per $100 to $99.99 per $100—the most recent purchase being at 
the rate of $98.66 per $100. 

The Secretary commented,—The condition of our carrying 
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trade with foreign countries is one of solicitude. The imports and 
exports of the United States, excluding gold and silver, amounted 
to $1,070,641,163 for the fiscal year ending June 30, and of this 
vast trade only 283^% was in American vessels. In 1860 .nearly 
71% of our foreign commerce was in American ships. The earnings 
of vessels engaged in the foreign carrying trade probably exceed 
one hundred million dollars a year, of which less than one-third is 
earned under our own flag. 

In discussing changes caused by the war, the Secretary stated, 
in effect: 

The issues of United States notes and of notes by the national banks 
should be considered together; they are necessary parts of our financial 
system, and neither can be substituted for the other without general 
disturbance. The national banking system is far superior to the State 
bank system, and to any system of private banks; while the substitution 
of an equal amount of United States notes as currency would be produc¬ 
tive of serious evils and losses. 

The national banks hold nearly $400,000,000 United States bonds, 
which otherwise would be thrown upon the market, absorbing domestic 
capital; or, if purchased abroad, would add by the amount of the interest 
to the annual balances against us with other countries. 

The national banks are used as aids to the Government, which other¬ 
wise would require a large increase in the number of designated deposi¬ 
taries, and a proportionate increase of the public expenses. 

The circulation of each bank is fixed arbitrarily by law. The aggregate 
circulation is therefore a fixed sum, and consequently there is practically 
no reserve to meet the increased demand for money due occasionally to 
extraordinary events at home or abroad, and arising periodically with the 
incoming of the harvest (that is, increasing the currency for moving the 
crops and diminishing it when that work is done). The old State bank 
system was sometimes commended for the quality termed elasticity, but 
that quality was the principal source of financial disaster. Under that 
system, in the absence of a present demand for coin, there was practically 
no limit to the issue of paper currency. 

,His conclusion was that the circulation of''the banks should be 
fixed and limited, and that the power to change the volume of 
paper in circulation, within limits established by law, should 
remain in the Treasury Department. 

This year marked the culmination of the reconstruction boom. 
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From Mar. 17, 1873 to June 3, 1874 

WILLIAM A. RICHAEDSON. SECRETARY OF THE TREASURY 
(Ulysses S. Grant—President) 

1873 A panic occurred. For the five preceding years there had 
been a tremendous expansion of railroads, and millions of bonds 
and other railroad securities were in the hands of banks and the 
people generally. Although predictions had been made, there were 
no apprehensions of an immediate financial crisis. The railroads 
began to default on their interest. The monetary crisis began iu 
September with the failure of a large firm of stock brokers. On 
the 18th and 19th two of the largest banking houses in New York, 
well known throughout the country and which were interested in 
the negotiations of larg6 amounts of railroad securities, also 
failed. So numerous were failures on the Stock Exchange on Sep¬ 
tember 19, the second “Black Friday” was applied to that date. 
For the first time in its existence, the New York Stock Exchange 
closed its doors for ten days. An active demand for deposits 
commenced on the 18th, chiefly from the country correspondents 
of the banks, and <;ontinued to such an extent that the reserves of 
the banks were alarmingly reduced. 

Call loans were entirely unavailable as no market could be 
found for the collateral except at ruinous sacrifices. Bank certifi¬ 
cates of deposit, bearing 7% interest, were issued by the clearing¬ 
house association against deposit of bills receivable or other 
approved securities, and the banks in the association reported 
each morning to the manager the amount of certificates held by 
them. Legal tender notes commanded a premium of 8% over cer¬ 
tified checks. The suspension of currency payments followed, and 
while confined at first to New York City extended to other large 
cities; partial or entire sus ension continued until November 1. 
The crisis was largely due to overdevelopment in America and it 
became world-wide. 

The New York Clearing-House issued $26,665,000 certificates 
and made common fund of associated banks’ legal tender notes. 

The Executive Department of the Government was anxious to 
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do everything in its power, under the law, to allay the panic, but 
it was found impossible to afford the relief in any of the many 
forms in which that relief was asked. It was decided, therefore, to 
adopt the only practicable course—the purchase of bonds for the 
sinking fund to such an extent as the condition of the Treasury 
would allow, and thus release a considerable amount of currency 
from its vaults. Purchases of bonds were commenced on Septem¬ 
ber 20 and were continued until the 24th, when it became evident 
that the amount offered for purchase was increasing to an extent 
beyond the power of the Treasury to accept, and the purchasing 
was closed after about $13,000,000 bonds had been bought, and 
without the use of any part of the $44,000,000 United States notes, 
generally known as the reserve. * 

The Act of April 2, 1792, which established the Mint at Phila¬ 
delphia (that city then being the seat of the Government) “for the 
purpose of a national coinage,” fixed the quantity of pure silver 
in the dollar. No change was made from the date of its issue down 
to April 1,1873, when the dollar was discontinued (coinage began 
again in 1878). 

The Act of February 12, 1873, effective April 1, changed the 
standard weights of silver coins of less denomination. That coinage 
act, in effect, abolished the silver dollar and declared the gold 
dollar the unit of value, and thus legally established gold as 
the sole standard or measure of value. The same act established 
the Mints and Assay offices as a bureau of the Treasury Depart¬ 
ment. 

The law required the motto “E Pluribus Unum” to be placed 
upon certain of the gold and silver coins. It was obligatory, but 
provided that the motto “In God We Trust” should be mscribed 
on such coins “as shall admit of the same,” with the approval of 
the Secretary. 

The “trade dollar” was authorized by the Act of 1873, expressly 
for export. It was to provide a market for silver of a standard 
acceptable in China. It had no fixed value compared with gold and 
did not interfere with the law enacted in 1875 to substitute silver 
for paper fractional currency. The Act of 1873 made silver coins, 



and hence the trade dollars, a legal tender for any amount not 
over five dollars. _ 

Prom June 4, 1874 to June 20, 1876 

BENJAMIN H. BRISTOW, SECRETARY OF THE TREASURY 
(Ulysses S. Grant—President) 

1874 The general depression which followed the financial panic 
compelled the people to lessen their individual expenditures, and 
the Secretary told Congress the Government should follow their 
example, as the utmost economy in public expenditures was re¬ 
quired by reason of the condition of the public revenues. 

The Act of June 20 repealed the provision in the National Bank 
Act requiring the national banks to hold reserve against circula¬ 
tion. It also provided that the national banks should be required 
at all times to have on deposit in the Treasury of the United States 
a sum equal to 5% of their circulation, to be held and used for the 
redemption of such circulation, which amount would be counted 
as a part of the lawful reserve on deposits. 

When the new Secretary took office in June, there remained 
unissued $178,548,300 of the 5% loan authorized by the Acts of 
July 14, 1870, and January 20, 1871. An offering was made in 
July, and domestic bids at par or above were accepted for $10,- 
113,500; those at less than par being rejected. 

The Secretary then entered into a contract with August Bel¬ 
mont and Company, New York, on behalf of N. M. Rothschild 
and Sons, of London, and associates, and J. and W. Seligman and 
Company, New York, and associates, for the negotiation of 
$45,000,000 of the bonds at par, and an option on the balance of 
$122,688,550 until January 31,1875; the contracting parties to be 
allowed of 1% commission upon the amount taken. Against 
subscriptions received under this contract, between August 1 and 
November 2, four calls were made for redemption of the 6% five- 
twenties of 1862, totaling $55,000,000. 

1875 The Act of January 14, entitled “An act to provide for 
the resumption of specie payments,” provided for the redemption 
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of United States notes in coin after January 1, 1879, and for this 
purpose authorized the Secretary to use any surplus revenues in 
the Treasury not otherwise appropriated, and to issue, at not less 
than par, in coin, bonds described in the Refunding Act of July 14, 
1870. Other provisions of the act were: (1) the issue of silver coin 
for the redemption of fractional currency; (2) removal of the 
charge for coinage of gold; (3) an increase in national bank note 
circulation, and the retirement of legal tender notes to the extent 
of 80% of the additional national bank notes issued until their 
amormt should be reduced to $300,000,000. 

During the fiscal year the Secretary was not able to purchase 
the required amount of bonds ($31,096,545) for the sinking fimd, 
for the reason that bonds could not be obtained at par, and the 
Secretary was forbidden to pay more. Only $1,096,500 6% 5-20 
year bonds had been purchased at 99.88, and $24,073,900 called 
bonds of the same class were presented for redemption, making 
the total applied to the sinking fund $25,170,400. 

The busmess depression and general contraction of values 
which followed the financial panic of 1873 continued to a greater 
or lesser degree in all parts of the country. Other cotmtries also 
suffered from similar disastrous disturbances, which had been 
brought about in our own country by overtrading, overcredit, and 
speculation stimulated by 

... too great abundance of promises to pay, existing in the form of cur¬ 
rency not based upon, or convertible into, the only actual money of the 
world and'of the Constitution, gold and silver. 

The Secretary commented: 

However rapid may be our increase in population, wealth, and material 
strength, we cannot take the rank as a commercial or business people to 
which we are entitled, or attract to us the surplus capital of the world, so 
long as we have fluctuating standards of value, and such uncertainty in 
our fiscal legislation as makes the assembling of Congress and our fre¬ 
quent elections occasions of anxiety and apprehension not only with the 
holders of our securities abroad but with businessmen at home. 

The people have signified their approval of the determination of Con¬ 
gress to be faithful to its pledges, and to relieve them of the ills of an 
irredeemable paper cmrrency. The (resumption) act confers large powers 
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upon the Secretary of the Treasury, touching the issue of United States 
bonds for the purpose of procuring the supply of gold necessary to exe¬ 
cute such of its provisions as go into immediate operation, and to provide 
for the redemption in gold of United States notes outstanding on and 
after January 1, 1879. 


Fbom July 7, 1876 to 9, 1877 

LOT M. MORBILL, SECRETAEY OF THE TEEASUEY 
(Ulysses S. Grant, Eutherford B. Hayes—Presidents) 

1876 In August the Secretary entered into a contract with a 
^oup of bankers for the sale of $40,000,000 15-year 4^4% bonds 
authorized by the refunding act. The agreement also provided 
that the contracting parties were to have the exclusive right to 
subscribe for the rem^der of the loan, $260,000,000, or any part 
thereof, with the Secretary reserving the right to terminate the 
contract at any time after March 4, 1877, on ten days’ notice. 
Against the subscriptions of the contracting parties, the Secre¬ 
tary issued calls for redemption of five-twenties of 1865. 

Conflicting interests, policies and theories agitated the mone¬ 
tary situation. The question whether the pledged faith of the 
United States to pay its obligations in coin would justify payment 
in silver dollars was a factor affecting the value of Government 
securities. By the Act of 1869 the Government was pledged to the 
payment in coin of all of its obligations, except those expressly 
otherwise provided for. The popular impression at that time was 
that the pledge was for payment in gold. 

The market price of gold on the New York Stock Exchange on 
October 26 was 109^. 

By the joint resolution of July 22, Congress, took away from 
the trade dollar the legal tender quality of it, and the coinage 
thereof was limited to the export demand. The trade dollar in 
market value had fallen greatly below one dollar in gold. In the 
judgment of the Treasury Department it should be called in and 
melted because people finding the coin afloat “in the channels of 
business, styled a coin of the United States, would readily believe 
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that it was an authentic issue of the Government, the same as 
other money put out by it.” 

From Mar. 10, 1877 to Mar. 3, 1881 

JOHN SHERMAN, SECRETARY OP THE TREASURY 

(Rutherford B. Hayes—President) 

1877 By May, Government credit had improved to a 4% basis. 
The Secretary availed himself of the privilege to terminate the 
contract entered into the preceding year and gave notice he 
would limit the sale of 43^% bonds to $200,000,000. It was agreed 
that a portion of the latter should be, sold for resumption pur¬ 
poses, and subscriptions were rapidly made until the aggregate 
reached $200,000,000, of which $185,000,000 was applied to the 
redemption of an equal amount of 5-20 year bonds. 

On June 9, the Secretary entered into a contract with a portion 
of the previously associated parties for the sale at par, in coin, of 
the 30-year 4% bonds authorized to be issued by the refunding 
act. Of the proceeds from subscriptions $50,000,000 was applied 
to the redemption of an equal amount of 5-20 year bonds. Agita¬ 
tion of the repeal of the resumption act and the remonetization of 
silver, which it was believed would prevent further sales, caused 
postponement of a further offering in October of the 4% loan and 
a call for 6% bonds. 

In his annual report, the Secretary stated: 

The importance of gold as the standard of value is conceded by all. 
Since 1834 it has been practically the sole coin standard of the United 
States.... In the United States several experiments have been made with 
the view of retaining both gold and silver in circulation. The Second 
Congress undertook to establish the ratio of 15 of silver to 1 of gold, with 
free coinage of both metals.... In 1837 the ratio was fixed at 16 to 1.... 
From 1792 until 1874 the silver dollar was worth more in the market than 
the gold dollar provided for in the Act of 1837. By the coinage Act of 1873 
fractional silver coins were authorized, similar in general character to the 
coins of 1853, but with a slight increase of silver in them. Much complaint 
has been made that this was done with the design of depriving the people 
of the privilege of paying their debts in a cheaper money than gold, but it 
is manifest that this is an error. No one then did or could foresee the sub¬ 
sequent fall in the market value of silver. 
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In anticipation of the resumption of specie payments the coin 
reserve in the Treasury at the end of the year totaled $63,016,050, 
of which $15,000,000 was obtained by the sale of 43^% bonds, and 
$25,000,000 by the sale of 4% bonds, the balance being surplus 
revenue. 

1878 In April the Secretary negotiated a contract with the New 
York and London bankers associated in the contract of June 9, 
J877, for the sale of $50,000,000 4}^% bonds for resumption pur¬ 
poses. These bonds were sold at a premium of 1^%, less a com¬ 
mission of of 1%. Also, $30,500,000 4% bonds were sold, at 
par, for resumption purposes. 

Referring to the sales of the 4% bonds and calls of 5-20 year 
bonds to an equal amount, the Secretary stated: 

This beneficial process was greatly retarded by the requirement of the 
law that subscriptions must be paid in coin, the inconvenience of obtain¬ 
ing which... deterred many sales. This will not affect sales after resump¬ 
tion, when bonds can be paid for with United States notes. The large 
absorption of United States securities in the American market, by reason 
of their return from Europe, together with the sale of 43^% bonds for 
resumption purposes, tended to retard the sale of 4% bonds. 

Prior to May 1877, United States bonds were mainly sold through an 
association of bankers. Experience proves that under the present plan of 
selling to all subscribers on terms fixed by public advertisement, though 
the aggregate of sales may be less, their distribution is more satisfactory. 
Under a popular loan the interest is paid at home, and the investment is 
available at all times, without loss, to meet the needs of the holder. . . . 
The holding of these bonds at home, in small sums well distributed, is of 
great importance in enlisting popular interest in our national credit, and 
in encouraging habits of thrift, and such holding in the country is far 
more stable and less likely to disturb the market than it would be in cities 
or by corporations, where the bonds can be promptly sold in quantities. 

The Act of February 28 authorized the coinage again of the 
silver dollar of the standard weight and fineness as provided in the 
Act of January 18, 1837, restoring its legal tender character. The 
act also authorized and directed the Secretary to purchase silver 
bullion, at the market, not less than $2,000,000 nor more than 
$4,000,000 worth per month, and coin the same into dollars. 
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Provision was also made for the issue of silver certificates, against 
the deposit of silver dollars, of denominations not less than 
$10; these certificates to be receivable for customs, taxes, and all 
public dues. 

The further retirement of United States legal tender notes was 
prohibited by the Act of May 31, which required that all legal 
tender notes received into the Treasury should not be retired, 
canceled or destroyed, but should be paid out again and kept in 
circulation. The amount left outstanding was $346,681,016. (As 
the law was never changed, this amoimt continues to be shown in 
the daily Treasury statement.) 

The Secretary reported that about 4,000,000 trade dollars were 
circulated in the States east of the Rocky Mountains with a full 
knowledge on the part of the parties engaged in the business that 
the coin was not legal tender and in no sense money which the 
Government “is bound to redeem.” 

The amount of coin held in the Treasury on November 23, in ex¬ 
cess of coin sufficient to pay all accrued coin liabilities, was 
$141,888,100, and constituted the coin reserve prepared for re¬ 
sumption purposes. However, this amount woiJd be diminished 
somewhat on January 1, 1879, by the large amount of interest ac¬ 
cruing on that date in excess of the com revenue received during 
December. 

1879 On January 1, the day fixed by law for the resumption of 
specie payments, the Treasury’s reserve of coin totaled $133,- 
508,804. During the following twelve months there was little de¬ 
mand for coin; less than $12,000,000 United States notes were 
presented for redemption. 

During the first four months of the year, $497,247,750 additional 
4% bonds were disposed of, of which more than $149,000,000 bonds 
were sold at a premium of H of 1%- Of this amount $121,000,000 
bonds were taken by the First National Bank of New York and 
associates, and the remainder by other national banks. The refund¬ 
ing of the five-twenties having been accomplished—and no other 
6% bonds then being redeemable—some of the proceeds were 



Abundance of Money 6S 

appKed to the redemption of 5% bonds issued under the Act of 
March 3, 1864, known as the ten-forties. 

In order to reach the small investor, about $40,000,000 4% re¬ 
funding certificates, of $10 denomination, authorized by the Act 
of February 26, 1879, were also issued. These certificates were re¬ 
deemable by conversion into the 4% bonds. 

The sales of United States bonds since 1871, under the refund¬ 
ing acts, consisted of $500,000,000 5s, redeemable after 1881, 
$185,000,000 43^s, redeemable after 1891, and $710,345,950 4s, 
redeemable after 1907. Amounts of the two latter issues were also 
sold for resumption purposes. 

The reduction of the interest-bearing debt from its highest 
point, on August 31,1865, to November 1,1879, was $583,886,594, 
of which amount $105,160,190 had been effected since the refund¬ 
ing operations were commenced on May 1, 1871. 

1880 Since the date of resumption of specie payments. United 
States bonds had been rapidly increasing in value. The Treasury’s 
hoard of gold was not surpassed in amount by any other deposi¬ 
tory in the world. 

Low rates for money prevailed. During the latter part of the 
year the rate for call money in New York was from 2% to 3%I The 
borrowing power of the Government for a considerable portion of 
the year was at 3J4%> and that of many of the leading States and 
cities 4%. The abundance of money and the low interest rates 
made it diflGicult for capitalists to find satisfactory investments, 
and stimulated investors’ interest in Government bonds. 


Mab. 8,1881 TO Nov. 18, 1881 

WILLIAM WLSTDOM, SECEETARY OF THE TREASURY 
(James A. Garfield, Chester A. Arthur—Presidents) 

Feom Nov. 14,1881 to Sept. 4, 1884 

CHARLES J. FOLGER, SECRETARY OF THE TREASURY 
(Chester A. Arthur—President) 



64 Concerning XJ. S. Government Securities 

1881 The Act of March 3 authorized the Secretary to apply the 
surplus money in the Treasury not otherwise appropriated, or any 
part thereof, to the purchase or redemption of United States 
bonds, “provided that the bonds so purchased or redeemed shall 
constitute no part of the sinking fund, but shall be canceled.” 

Holders of the 6% loans (Acts of July 17 and August 5,1861, and 
March 3,1863), also the 5% loans (Acts of July 14,1870, and Jan¬ 
uary 20, 1871), were granted permission to have their bonds con¬ 
tinued indefinitely at 3^%. Thus all of the unredeemed 5% and 
6% bonds, amounting to $579,560,050, were continued payable at 
the pleasure of the Government, with interest at 33»^%. In effect¬ 
ing this refunding, the Secretary stated that at no time were calls 
made for bonds in excess of the ability of the Department to meet 
the payments therefor had the bonds called been presented for 
redemption instead of for continuance. 

The Treasury found difficulty in keeping silver dollars in circu¬ 
lation, in spite of constant efforts to make them popular with the 
public, and the willingness of the Government to absorb the ex¬ 
pense of transferring the coin to points where needed. 

The Secretary stated. 

The silver question is involved in some embarrassments.... An agree¬ 
ment of the principal nations of Europe with us, for the larger use of 
silver coinage, would furnish a larger market for silver, and to that extent 
increase its value... the fixing of any ratio is a matter of extreme delicacy 
to be fully considered. . . . 

A continuance of the monthly addition to our silver coinage will soon 
leave us no choice but that of an exclusive silver coinage, and tend to 
reduce us to a place in the commercial world among the minor na¬ 
tions. ... We cannot consent to be placed in the... position of paying for 
all that we buy abroad upon a gold standard, and selling all that we have 
to sell on a silver standard. 

1882 The Act approved July 12 authorized the Secretary to re¬ 
ceive at the Treasury 3J4% bonds, and to issue in exchange there¬ 
for 8% registered bonds. The 3% bonds were to be redeemable at 
the pleasure of the Government after all bonds bearing a higher 
rate of interest, and which were thus redeemable, had been re¬ 
deemed or called. A further provision of the act was that the last 
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bonds issued under the act and the substitutes for them should be 
the first called. A total of $305,581,250 of 3% bonds was subse¬ 
quently issued in exchange for the 5% and 6% bonds which had 
previously been continued at 33^%. 

The Comptroller of the Currency reported; 

If the public debt is to be paid hereafter as rapidly as during the past 
three years, all of the interest-bearing bonds will soon be surrendered and 
canceled, and there is danger that the bank circulation will be so rapidly 
retired as to cause a contraction of the currency which will affect the 
price of commodities; but there is now no such pressing necessity for a 
speedy payment of the public debt as there is for the reduction of the 
redundant revenue. 

On November 1 national bank notes outstanding totaled 
$362,727,747, secured almost entirely by 4% and 43^% Govern¬ 
ment bonds. The market value of the 4% 25-year bonds was 
119.20, representing a Government borrowing rate of 2.92%. 

If the whole public debt were reduced to a uniform rate of 3%, the 
present high premium upon bonds would almost entirely disappear, and 
the volume of circulation would respond more readily to the demands of 
business.... It is believed that the holders of 4% bonds would consent to 
such, an exchange if accompanied by an offer of not more than 15% 
premium. The amount of the premium upon this class of bonds, say 
$700,000,000, now outstanding at 15%, would be $105,000,000, and this 
premium could be paid, as the bonds are surrendered for exchange, from 
the surplus revenue of the Government, thus in effect reducing the debt 
of the Government $105,000,000 by a prepayment of interest which must 
be paid at a greater rate each year until their maturity. 

1883 Due to the large receipts of revenue in excess of expendi¬ 
tures, the Secretary of the Treasury was compelled to call in 
rapidly for payment that portion of the bonded debt which was 
payable at the pleasure of the Government. The ‘'continued” 
33 ^% bonds had all been converted into 3% bonds, or called for 
payment. By the terms of the authorizing act, the 3% bonds be¬ 
came redeemable on July 26, when all "redeemable” bonds bear¬ 
ing a higher rate of interest had then been redeemed or called. 
Beginning in September the Secretary issued calls for payment of 
$40,000,000 of the 3% bonds, the interest on the last call of 
$10,000,000 to cease February 1, 1884. 
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A brief summary of the refunding of the Civil War debt shows: 

The temporary obligations were funded within the three years follow¬ 
ing the close of the war, chiefly into 6% bonds. 

The 6% bonds were gradually reduced during the year 1869 and the 
seven years following, by payment and refunding into 5% bonds. The 
6% and 5% bonds were subsequently replaced by 4% and 41^% bonds 
(Act of July 14, 1870). 

The unredeemed 5% and 6% bonds were “continued ” at SJ^% (1881). 

The 33 ^% bonds were funded into 3% bonds (1882). 

With the funding of the debt at progressively lower rates of 
interest, the profit on national bank note circulation decreased. 
The question was, How shall the national bank notes be kept in 
circulation, and what collateral should secure them? The privilege 
in the past had been a profit to the banks; it had been an expense 
to the Government to supervise it, and generally take care of the 
national bank system. The Secretary recommended that the tax of 
1% per annum upon circulation be taken off in whole or in part. 
The tax yielded about $3,000,000 annually. The prime object of 
the taxation in the beginning was to obtain a recompense to the 
Government for its expenditure m behalf of the banks. About 
2,500 national banks were in operation. The Comptroller of the 
Cimrency believed that the large contraction of currency now im¬ 
minent should not be allowed to take place too rapidly, and that 
such bank notes should not be replaced by a less desirable sub¬ 
stitute. 

The interest-bearing funded debt on November 1 was $1,273,- 
475,450, of which amount $379,486,350 was held by national 
banks, and $241,742,909 by State and savings banks, not greatly 
less than one-half of the interest-bearing debt. 

Feom Sept. 25, 1884 to Oct. SO, 1884 

WALTER Q. GRESHAM, SECRETARY OP THE TREASURY 
(Chester A. Arthur—President) 

Feom Oct. 81, 1884 to Mae. 7, 1885 

HUGH McCTJLLOCH, SECRETARY OP THE TREASURY 
(Chester A. Arthur, Grover CleveIand-;;Presidents) 
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1884 Considerable financial uneasiness was felt at the beginning 
of the year, owing to the large number of mercantile failures which 
had occurred during the preceding year. The financial crisis, which 
was unexpected, culminated on May 6 with the failure of the 
Marine National Bank of New York, whose President was a 
member of the firm of Grant & Ward, which immediately failed. 
Failures and suspensions of banks and firms continued through the 
months of-May and June, including that of Fisk & Hatch. Public 
confidence in all institutions and firms directly or indirectly in¬ 
terested in speculation in Wall Street was so shaken that there was 
a great pressure to sell stocks and securities, and an active demand 
on the banks for deposits. It was practically impossible for the 
banks to collect their call loans, as the collateral could not be sold 
except at ruinous rates. If it had been done a general panic would 
probably have ensued. 

The members of the New York Clearing-House Association 
adopted a plan to issue loan certificates. 

Although the great depreciation of values and the stringency of 
the money market caused failures of other State banks, private 
bankers, and mercantile firms in New York and throughout the 
country, there was no suspension of gold and currency payments 
at any point, and the issue of loan certificates was confined to the 
banks of New York City, which were soon enabled to collect their 
loans and make good their reserves. 

The Comptroller of the Currency said that the cause which led 
to the crisis was difl&cult to explain; the country was doing business 
on a gold basis and all commodity prices were already very low. 
In his opinion there was little doubt that one of the causes which 
led to the disturbances among banks and bankers in New York 
was their intimate relation in many instances to the New York 
Stock Exchange, and the fact that a large portion of the loans 
was based upon the security of stocks and bonds, “often specula¬ 
tive in their character, which are dealt in and regularly called at 
the Stock Board.” 

In his annual report. Secretary McCulloch mentioned that the 
business of the whole world had been revolutionized by steam- 



68 Concerning U. S. Government Securities 

power and the substitution of machinery for handwork. Great 
Britain took the lead in utilizing it in manufacturing; the raw 
materials from nearly all nations were taken in her ships to her 
ports and returned in manufactured goods. All the leading nations 
of the 'world were engaged in manufacturing and all but Great 
Britain were fencing themselves in by protective duties. Among 
them the United States had been conspicuous. 

The Secretary urged the removal or reduction of existing im¬ 
port duties and internal revenue taxes, and advocated Govern¬ 
ment aid to United States steamship lines for carrying trade now 
in the hands of foreigners. 

From Mar. 8 , 1885 to Mar. 31, 1887 

DANIEL MANNING, SECHETARY OF THE TREASURY 
(Grover Cleveland—President) 

1885 While there had been a partial recovery from the financial 
and commercial disturbances of the preceding year, there resulted 
considerable unemployment and labor unrest. 

The Secretary stated that currency reform is first in the order 
of importance and time, and that the disorders of our currency 
chiefly arise from the act (February 28,1878) which has been con¬ 
strued as requiring perpetual Treasury purchases of at least 
$24,000,000 worth of silver per annum; also, the act (May 31, 
1878) which indefinitely postponed fulfillment of the solemn 
pledge not only of redemption but also of payment of aU obliga¬ 
tions of the United States not bearing interest, legalized as 
$346,000,000 paper money of unlimited legal tender, and which 
required the post-redemption issue and reissue of these promises to 
pay dollars, as equivalents of our monetary unit. 

In his opinion, the only choice before Congress was between one- 
metallism and two-metallism: 

The silver dollar cannot be kept in equivalence with the gold dollar, if 
the coinage of silver continues. The gold dollar cannot be kept in full 
domestic circulation if the silver dollar is suffered to fall. Coining more 
necessitates its fall. 
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He also suggested taxation reform. “Like our currency laws, 
our tariff laws are a legacy of war. Many rates of duty begun in 
war have been increased since, although the late Tariff Commis¬ 
sion declared them ‘injurious to the interests supposed to be 
benefited.’ ” 

The total number of national banks in existence on November 1 
was 2,727, the largest number that had been in operation at any 
one time. 

1886 The public debt consisted of the following four principal 
items (in round numbers); Funded debt: $64,000,000 3% bonds, re¬ 
deemable at the pleasure of the Government; $250,000,000 4)/^% 
bonds, redeemable after 1891; and $738,000,000 4% bonds, re¬ 
deemable after 1907; Unfunded debt: $346,000,000 United States 
legal tender notes. 

Congress, by the Act of August 4, authorized the issue of silver 
certificates in smaller denominations ($1, $2 and $5). 

The silver question was debated at home and abroad. An in¬ 
crease in the coinage of silver was advocated by senators and 
representatives from the Western States. 

The Secretary commented that the free-silver coinage would 
bring us to the Asiatic silver basis; the gold dollar would be at a 
premium and be exported. To stop the purchase of silver would 
enable the Treasury to hold the silver dollar firmly in a local parity 
with the gold dollar until we could unite with the leading powers 
in establishing their equivalence. He urged Congress to provide a 
currency ii which every dollar note shall be the representative 
certificate of a coin dollar actually in the Treasury and payable on 
demand; a currency in which our monetary unit, coined in gold, or 
its equivalent, coined in silver, shall not be suffered to part 
company. 

Under the operation of existing tax laws, surplus taxation 
equaled $125,000,000 a year. With the continued redemption of 
the 3% bonds, the time was approaching when none of the debt 
was redeemable before September 1891. The 43^% bonds were 
quoted at about 111, and the 4% bonds at 128. The Secretary was 
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opposed to giving to bondholders such, or still higher premiums, 
by purchasing the bonds before they were due and payable at par. 
It was estimated that the whole public debt, greenbacks and 
bonds, could be paid by the year 1908 by the application of the 
sinking fund payments, without a continuance of the present sur¬ 
plus taxation. The Secretary stated. 

To fulfill the law in which “the faith of the United States is solemnly 
pledged to the payment in coin or its equivalent, of all the obligations of 
the United States not bearing interest, known as United States notes,” 
a mere reduction of our present surplus taxation is not enough. Currency 
reform and taxation reform are both necessary and both unavoidable. 

Referring to coin ‘‘not promises,’’ the Secretary continued: 

When the Union of the States was formed in 1789 ... the framers of the 
Constitution were fresh from a bitter experience of the calamities conse¬ 
quent upon stretching the legal tender quality from coin to promises to 
pay coin. So they built high a double barrier against that calamity. They 
limited the Federal Government to certain and delegated powers. They 
defined some and prohibited other certain powers to the States. And, lest 
the residue of unprohibited or undelegated powers, which completed the 
round sum of sovereignty, should be implied into the Federal Govern¬ 
ment, they reserved them explicitly to the States respectively, or to the 
people. Then to the Federal Government they gave many powers, but not 
this power to make the Treasury notes of the United States a legal tender 
in the payment of private debts. 

The Secretary further stated : 

Taxes on imports are levied by all nations. But no foreign nation taxes 
raw materials. Such taxes on raw materials, instead of excluding foreign 
competition from the home market, put our own employers of labor at a 
great disadvantage in the home market, and a greater disadvantage in 
every foreign market, compared with the foreigner employing labor upon 
untaxed raw materials. “Protection” is also a misnomer. In industrial 
intercourse, every desired exchange is profitable to both parties. 


From Apr, 1 , 1887 to Mar. 6 , 1889 

CHARLES S. FAIRCHILD, SECRETARY OF THE TREASURY 
(Grover Cleveland, Benjamin Harrison—Presidents) 

1887 The Secretary reported that each year for twenty-two 
years there had been a surplus of revenue—the least $2,344,882 in 
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1874; the greatest, $145,543,810 in 1882. The total of this surplus 
for the twenty-two years ended June 30 was $1,491,845,953. 

The question was. What shall be done with the surplus reve- 
mie? Various expedients suggested were: (1) the purchase of the 
interest-bearing debt of the Government; (2) larger Government 
expenditures for other purposes than the purchase of bonds; (3) 
reduction of the revenue from taxation. 

The outstanding 3% bonds were all paid off during the year. 
This forced the Government to purchase bonds in the open mar¬ 
ket, at prevailing premium prices. The Secretary was at first 
opposed to purchasing bonds in excess of sinking fund require¬ 
ments, and felt that the clause in an appropriation act of 1881 
authorizing ‘The Secretary of the Treasury to purchase bonds in 
the market at such price and in such amounts as he may think 
best,” was a responsibility which ought not to be put upon any 
officer of the Government. He said. 

The purchase of bonds has the further merit that the interest ceases 
upon all bonds purchased by the Government; but, on the other hand, 
the use in business of the money which is devoted to the purchase of 
bonds is worth something to the people from whom it is taken by taxa¬ 
tion, and if the value of this use of money in business is greater than the 
amount qf money which is saved by the cancellation of the Government 
bonds, then the people have lost by the transaction ... the difference be¬ 
tween the worth of the use of the money to them and the interest saved 
on the bonds canceled. 

The Secretary was not in favor of unnecessary expenditures to 
utilize the surplus, 

. , . when the public weal does not otherwise call for the expenditure. 
Every dollar taken by taxation from the man who has it employed in a 
business which the natural wants of the community call for, and carried 
into the Treasury, even if at once paid out again to satisfy obligations 
created by law in excess of the healthy needs of the Government, is a 
dollar used to misemploy labor and to impoverish the people, and as a 
sure consequence to impose in the end the burden of excessive taxation 
upon the labor of the coxmtry. 


1888 Congress expressed the opinion that it was lawful and 
proper for the Government to invest the surplus in bonds at the 
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premium necessary to obtain them. The Secretary resumed pur¬ 
chases, and under the circular of April 17, $94,000,000 bonds were 
purchased “and a premium paid for the privilege of buying them 
of about $18,000,000.” Further purchases under the same circular 
were made during the year. 

The Secretary stated, “To continue taxation with no other use 
for its proceeds than such an investment is a cruel waste of the 
people’s money.” 

The decrease of national bank circulation during the past few 
years was virtually offset by the increased circulation of silver 
certificates and silver dollars. Increased business in the South and 
in portions of the country where there were few banking facilities 
also helped in postponing any evil effects which might arise from a 
continued and excessive coinage of the silver dollar; “but the 
danger still exists, and should be guarded against.” 

Feom Mar. 7, 1889 to Jan. 29, 1891 

WILLIAM WINDOM, SECRETARY OF THE TREASURY 

(Benjamin Harrison—President) 

1889 Reduction of the interest-bearing debt of the Government 
by the purchase of bonds, for returning a part of the surplus to 
the channels of trade, was the only means now open to the Secre¬ 
tary for the use of the surplus revenue. Notwithstanding the 
diminished supply of bonds for sale in the market, the Govern¬ 
ment was able to obtain at constantly decreasing prices a sufficient 
amount of bonds to meet sinking fund requirements and carry out 
provisions of the law for the investment of the surplus revenue. 
While it was necessary to pay 108 for 4J^% bonds in March, they 
were purchased in October at 105^. Similarly, during the same 
period, the price of 4% bonds decreased from 129 to 127. 

Concerning the excessive deposits of public money held by the 
national bank depositaries, the Secretary favored a reduction to 
such amounts as were necessary for the business transactions of 
the Government. He said, “It is grossly unjust to the Government 
to grant the free use of its money, while it pays to the very parties 
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thus favored, 4% and 43^% interest on its own bonds, which are 
pledged as security for the money thus received.” 

1890 The surplus revenue was largely increased during the sum¬ 
mer by the pending changes in tariff legislation. The available 
balance in the Treasury was also greatly augmented by the Act of 
July 14, which transferred over $54,000,000 from the bank note 
redemption fund to the available cash. This sudden and abnormal 
increase was the cause of much concern and embarrassment to the 
Department. 

To prevent an undue accumulation of money in the Treasury, 
and consequent commercial stringency, purchases of United States 
bonds on such terms as they could be obtained were continued'. On 
account of the rapidly diminishing supply in the market, and the 
fact that the sudden and great increase in the surplus compelled 
the immediate purchase of large quantities, it became very difficult 
to obtain them in sufficient amounts and at fair prices. 

During the year continuous purchases of 4s and 43^s were made, 
at prices varying in some periods between 121.76 and 128.26 for 
the 4s, and between 103.25 and 104.40 for the 434s. To further in¬ 
duce holders to surrender their bonds for redemption, they were of¬ 
fered prepayment of interest to specified future dates. 

The bill approved by the President, July 14, 1890, authorized 
the monthly purchase by the Government of 4,500,000 ounces of 
silver per month, and the issue of Treasury notes, of full legal ten¬ 
der, in payment thereof. The Treasury notes were redeemable in 
either gold or silver, at the discretion of the Secretary, “it being 
the established policy of the United States to maintain the two 
metals on a parity with each other. ...” That part of the Act 
of 1878 which referred to the purchase of not less than $2,000,000, 
nor more than $4,000,000 worth of silver per month, was repealed. 

The first Treasury notes authorized by the above act were paid 
out on August 19, issued for the purchase of silver bullion. The 
Treasurer said: 

The exact status of the notes has yet to be settled. ... In constitution 
they much resemble the older legal tender notes, while in mode of issue 
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they are more like silver certificates. As the United States notes are 
generally recognized to be a loan secured by a reserve of $100,000,000 of 
gold, so the new notes will doubtless in time be regarded as a similar loan, 
secured by a full deposit of silver dollars and bullion. 

The Comptroller of the Currency stated: 

(I) desire to emphasize the fact that the national banking system has 
arrived at a point in its history when continued neglect on the part of 
Congress is as potent for evil as unfriendly action. . . . 

The steady retirement of national bank notes is gradually destroying 
that elastic quality which is necessarily one of the characteristics of a 
perfect circulation. Its volume should automatically expand and contract 
so as to adjust itself to the varying requirements of business. This can 
best be accomplished by the redemption of paper money during periods of 
diminished business activity and a corresponding reissue when the move¬ 
ment of crops and other causes make an expansion necessary. Such an 
adjustment was facilitated by the use of national bank notes, for the 
reason that they did not possess the legal tender quality, nor were they 
available for lawful money reserves by the banks. Hence, when a de¬ 
creased volume of business caused currency to accumulate in the reserve 
cities, national bank notes, being unavailable for reserve, were presented 
to the Treasurer of the United States for redemption. Their temporary 
retirement during a period of diminished use was followed by reissue, and 
a healthy expansion resulted when an increased circulation was de¬ 
manded. The coin and paper money issued by the Government is dis¬ 
tinctively nonelastic. 

The purpose of the Tariff Act of October 1 was to effect needed 
reductiofi of revenue, and such an adjustment of duties as would 
adequately foster and encourage home industries, while maintain¬ 
ing the standard of American wages. The act also provided for 
reciprocal trade with other countries, and the grant of a bounty of 
two cents a pound for fourteen years on the production of sugar 
within the United States. 

. The receipts from all sources of internal revenue for the fiscal 
year ended June 30 totaled $142,594,696. During that period 
1^11,101,738 gallons of distilled spirits and 27,561,944 barrels of 
beer were produced. Over 6,200 distilleries of all kinds were in 
operation. The total receipts from the taxes on tobacco, cigars; 
cigarettes, snuff, etc., were $33,958,991. 

Lotteries had been a popular method for raising revenues. To 
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abolisii the last of the State lotteries. Congress prohibited the 
States from using the mails for such purposes. 

For the purpose of celebrating the Four-Hundredth Anniversary 
of the discovery of America by Christopher Columbus, Congress 
appropriated $20,000, to be expended under the direction of the 
Secretary of the Treasury in connection with the admission of 
foreign goods to the exhibition at the World’s Columbian Exposi¬ 
tion (Chicago, 1893), and approved other expenses of the commis¬ 
sioners, totaling to November 15, $40,511. 


From Feb. 25, 1891 to Mae. 6 , 1893 ' 

CHARLES FOSTER, SECRETARY OF THE TREASURY 
(Benjamin Harrison, Grqver Cleveland—Presidents) 

1891 The surplus revenue of $37,289,762 for the fiscal year 
ended June 30, and the accumulated surplus in the Treasury, 
totaled $134,947,635, which was applied to the payment of the 
public debt. 

On April 1 there were outstanding $53,854,250 4)^% bonds 
which were redeemable after September 1. To avoid monetary dis¬ 
turbances, since the banks had pledged nearly $26,500,000 of the 
bonds as collateral for circulation and public moneys, which they 
would be obliged to replace with other bonds at great expense, if it 
should be necessary to surrender the 4J^% bonds, the Secretary 
offered the banks their choice of presenting them for redemption 
with interest to September 2, or “for continuance at the pleasmre 
of the Government wdth interest at 2% after that date.” To ac¬ 
commodate the banks an extension of time to September 30 
was granted, and on that date $25,412,200 had been pre¬ 
sented for continuance. These extended 2% bonds were paid 
off in 1900. 

The amount of money in circulation on July 1 was $1,497,440,- 
707, the amount per capita being $23.41. The return of gold to the 
United States, the operation of the Silver Act of 1890, and dis¬ 
bursements by the Treasury on account of the 4)^% loan, pen- 
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sions, etc., had enlarged the volume hy the end of the year to 
$1,577,262,070, amounting to $24.38 per capita. 

There were 3,694 national banks in operation on October 31, 
having $684,755,865 capital stock. For the year ending October 31, 
193 new banks were organized, and during the same period only 25 
banks became insolvent. 

<1 

1892 The surplus revenue for the fiscal year ended June 30 
totaled $9,914,453. As compared with the fiscal year 1891, the 
receipts for 1892 had fallen off $32,675,972. The surplus for the 
year and the accumulated surplus in the Treasury provided 
$40,570,467, which was apphed to the payment of the public debt. 

In view of the very large decrease of the debt already effected in 
excess of legal requirements, the Secretary urged the repeal of the 
provision in the Act of March 3, 1881, which authorized the 
Secretary to apply the surplus money in the Treasury to the 
purchase or redemption of United States bonds. He claimed that 
the conditions which called for its enactment had long since passed 
away. 

A monetary conference was arranged of representatives of the 
leading nations for action on the subject of the better use of silver 
as a money metal. 

One of the embarrassments to the Treasury, in the opinion of 
the Secretary, was the inability, with the limited amount of cash 
on hand above the $100,000,000 reserve, to keep up a suflacient 
gold supply. The issue of new Treasury notes in 1890 had increased 
the charge upon the gold reserve; also a banking crisis in England 
had caused the return of American securities. 

Public opinion (by the elections in November) having decreed a 
change of policy, particularly in the tariff laws, the Secretary was 
concerned about the inevitable decrease in the revenue. 

The Bureau of Immigration reported the arrival of 579,663 
inunigrants during the fiscal year (on June 1, the population of all 
the States and territories of the United States was 65,593,000). 
Restrictions embodied in the law of 1891 had been effective in 
cutting off a portion of the undesirable elements that had been 
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coming to America. Notwithstanding the severity of the laws re¬ 
lating to the exclusion of Chinese, many persons of that race 
entered our territory, chiefly by way of Canada. Under an opinion 
of the Supreme Court, Chinese merchants departing from this 
country with the intention of returning were permitted to land 
upon submission of evidence of their identity as such returning 
merchants: 

The question as to what constitutes a merchant is a perplexing one, in 
view of the practice among Chinese of organizing firms composed of a 
large number of members each of whom may contribute a few dollars to 
the capital of the firm. 

Peom Mae. 7, 1893 to Mae. 5 , 1897 

JOHN G. CARLISLE, SECRETARY OF THE TREASURY 

(Grover Cleveland, WilKam McKinley—Presidents) 

1893 In March the new administration entered office with a 
virtually depleted treasury. In April, for the first time since the 
gold reserve reached the sum of $100,000,000, it fell below that 
figure, due chiefly to the demands for the redemption of United 
States and Treasury notes in gold. 

The banking crisis, which had originated in London with the 
Baring failure in 1890 and which extended to other European na¬ 
tions, did not reach the United States until the present year. The 
issue of silver certificates in 1890 had warded off the crisis, but 
European investors were alarmed and returned American se¬ 
curities. With gold leaving the country, a panic developed, caused 
in part by the great excess of imports, difficulty in maintaining the 
national redemption fund, and the enormous expansion of bank 
loans in the West and South. Early in the summer there was a 
sudden contraction of loans, and Stock Exchange securities de¬ 
clined 30% to 50%. The actual beginning of the crisis was on July 
25, when the Erie Railroad Company failed. There resulted the 
psual runs on banks, hoarding, and difficulty in securing loans. 
Clearmg-house certificates were issued in five major cities. Bank 
checks were issued for currency at 4% premium. This stimulated 
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hoarding to secure the.premium, but also aided gold importation. 
National banks suspended totaled 160, and 13 business houses in 
every 1000 failed. The acute stage of the crisis ended in September, 
as soon as gold imports were assured. 

The Act of November 1 repealed the silver purchase law of 1890, 
and thus relieved the Treasury from further purchases of silver 
with Treasury notes. 

Purchases of bonds in reduction of the debt ceased. On July 1, 
the public debt, less cash in the Treasury, stood at $838,969,475. 

The Comptroller of the Currency recommended that banks be 
allowed to issue circulating notes equal to the par value of bonds 
deposited to secure circulation, and that the tax be reduced to 
of 1%. 

The Secretary stated it could be safely assumed that the worst 
effects of the recent financial disturbances, and consequent- busi¬ 
ness depression, had been realized. He estimated a probable de¬ 
ficiency of $28,000,000 at the close of the year, for which Congress 
would have to provide by taxation or otherwise. On account of the 
difficulty of securing such a sum within the time it would require 
by the imposition and collection of additional taxes, he recom¬ 
mended the issuance and sale of bonds which were authorized 
under the act (January 14, 1875) to provide for the resumption of 
specie payments— 

In the present condition of the public credit nothing less than the ex¬ 
istence of a great and pressing financial emergency would, in my opinion, 
justify the issue and sale of any of these classes of bonds. 

1894 The effect of the panic was felt by all trade and industry. 
Unemployment and labor strikes were prevalent; “Coxey’s 
army” marched from Ohio to Washington, petitioning Govern¬ 
ment aid. 

On January 17, the net gold reserve in the Treasury stood at 
$69,757,824. To replenish it, there were issued and sold $50,000,- 
000 5% bonds, dated February 1, redeemable in coin, at the pleas¬ 
ure of the Government after ten years from date of issue. The 
public notice fixed 117.223 as the lowest price which would be con- 
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sidered by the Department, at which price the yield to the pur¬ 
chaser would be 3%. The offering was oversubscribed, and sub¬ 
scriptions for $9,295,300 were at prices above the fixed limit. 
Proceeds from the sale of the bonds were paid into the Treasury in 
gold coin, which increased the free gold to $107,446,802. However, 
by August 7, it had fallen to $52,189,500, and was slowly re¬ 
plenished until November 4, when it reached $61,878,374. In 
anticipation of further demands it was then found to be necessary 
to issue $50,000,000 additional bonds. The premium realized on 
the sale of the entire loan of $100,000,000 5% bonds was 
$17,171,795. . 

The Tariff Act of August 28 embodied a provision for an income 
tax of 2% to be levied on incomes above $4,000. The constitution¬ 
ality of the tax was attacked and the following year the Supreme 
Court’s decision nullified the legislation. The payment of a bounty 
on sugar was also stopped. 

On November 1 the amount of money in the United States out¬ 
side of the Treasury totaled $1,672,093,422, or $24.27 per capita. 
Of this amount $500,181,380 was gold coin. 

1895 In February the gold reserve was down to $44,527,722. 
Continuous withdrawals ia January and February were chiefiy due 
to public apprehension which increased in intensity until it nearly 
reached a panic. To stop the drain of gold a contract was entered 
into on February 8 with a group of American and foreign bankers 
for the purchase of 3,500,000 ounces of gold coin, to be paid for by 
the delivery of United States 4% bonds, payable in thirty years. 
During the period of the contract no gold was taken from the 
Treasury to be used in payment for the bonds, as had been done in 
two former cases when some of the banks had withdrawn gold to 
complete their payments. A total of $62,315,400 4% bonds was 
issued under this contract, and the amount of gold received was 
$65,116,244, which was equivalent to a sale of the bonds at 
104.4946. 

The gold reserve fluctuated little for the balance of the year un¬ 
til m December when apprehension was again caused by the Presi- 
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dent’s Message to Congress concerning the British-Venezuela 
boundary dispute, and the gold reserve was further reduced. 

The Secretary stated that whatever other minor causes may 
have incidentally contributed to the result, it was evident that the 
large withdrawals of gold from the Treasury during the last three 
years, and the complete cessation of gold payments to the Govern¬ 
ment on account of customs and other taxes, were attributable, 
mainly, to a want of confidence in the stability and safety of our 
currency. For many years after resumption, much the larger part 
of the gold demanded for export was furnished by the banks and 
other financial institutions, and this continued to be the case until 
July 1, 1892, but since that date the withdrawals from the Treas¬ 
ury considerably exceeded the amount exported. 

To increase the use of the Treasury’s stock of silver in the form 
of subsidiary coin or standard dollars and certificates, the Secre¬ 
tary urged Congress to prohibit any further issues of United States 
notes or national bank notes of less denomination than ten dollars. 

1896 The gold reserve was still the cause of much concern and 
was maintained only at the cost of a fresh issue of bonds, and by 
the voluntary contributions of banks and financial institutions. 

On January 6 the Treasury offered for public subscription 
$100,000,000 additional 30-year 4% bonds. The bonds were dated 
February 1,1895, to make them uniform as to their terms with the 
4% bonds sold under the contract of February 8, 1895, and the 
purchasers refunded to the Government the accrued interest. The 
average price realized was 111.166, a net cost to the Treasury of 
about 8.52% for the proceeds of the loan. The same day the sale 
was completed, the dealers’ market price “advanced to 122, yield¬ 
ing investors about 2.90%,” the demand being principally from 
banks for collateral to secure their circulation accounts. 

While the gold reserve was rapidly built up from the proceeds 
of the sale of bonds, it was depleted through export of gold, to¬ 
gether with continued withdrawals not for export, and on July 
23 stood at $89,669,975. “At this point the bankers of the principal 
cities joined together in a movement of relief,” by depositing gold 
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in exchange for paper currency, and restored the reserve to 
$110,782,403 by August 4. 

On December 1, 1896, there were $346,681,016 United States 
notes and $121,677,280 Treasury notes of 1890 in existence. The 
Secretary stated: 

The use of these notes as a circulating medium compels the Govern¬ 
ment to provide a large gold reserve for their current redemption, and as 
they are reissued when redeemed, such reserve must be replenished ... in 
order to afiPord the public a reasonable assurance that no default will be 
made in the discharge of our public obligations. The difficulty of procur¬ 
ing gold for this purpose is greatly increased at the very times when its 
possession is most necessary, and, consequently, the Government, being 
at such times entirely deprived of gold receipts from the ordinary sources 
of revenue, is compelled to issue and sell bonds upon terms less favorable 
than might be procured under other circumstances. . . . 

The maintenance of a policy which necessarily imposes upon the Gov¬ 
ernment the burden of furnishing gold at the public expense to all who 
may demand it for use or hoarding at home, or for export to other coun¬ 
tries, cannot be justified upon any ground of expediency or sound 
financial principle. 

So long as the United States notes remain in circulation, questions as 
to the mode and manner of their redemption, and as to the means of pro¬ 
curing and maintaining a coin reserve for that purpose, will be made 
political issues, and so long as these questions remain in politics public 
confidence in the stability of our currency must be more or less disturbed. 
Even if the agitation of these questions affected only the value of United 
States notes, the consequences would be sufficiently serious to justify a 
demand for their permanent retirement, but the character of our cur¬ 
rency is such that whatever creates a doubt or suspicion concerning their 
prompt redemption in gold on presentation, necessarily impairs confi¬ 
dence in the whole volume of our circulation. . . . Every menace to the 
gold reserve, and every manifestation of a formidable public sentiment in 
favor of the redemption of our notes otherwise than in gold coin, at once 
alarms the whole business community, depresses trade and industry, and 
impairs the value of our public and private securities in all the markets of 
the world. 

The Secretary reiterated his recommendation that the national 
banking laws be amended to permit the issue of circulating notes 
equal to the face value of the bonds deposited to secure the notes, and 
the reduction of the tax on notes to 34 oi 1% per annum. He added, 

Unless the credit of the Government shall become more seriously im¬ 
paired than there is now any reason to apprehend, our bonds will always 
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be worth par in the market, and will, consequently, afford an ample 
guarantee for the safety of the notes issued against them. 

Concerning the subject of increasing the Government revenue, 
the Secretary conunented, 

It is evident that new objects of taxation must be included in our 
tariff schedules, or the attempt to secure the usual proportion of revenue 
from customs must be abandoned, and some other method of raising 
means to support the Government must be adopted. . . . Any tax which 
increases the cost of commodities to the consumer, beyond the amount 
collected by the Government, is unjust and indefensible upon any correct 
economic principle. Taxation should not only be imposed for public pur¬ 
poses alone, but it should be limited as far as possible to articles of 
voluntary, rather than on articles of necessary, use. 


From Mar. 6, 1897 to Jan. 31, 1902 

LYMAN J. GAGE, SECRETARY OF THE TREASURY 
(William McKinley, Theodore Roosevelt—Presidents) 

1897 Treasury deficits had been continuous since the fiscal year 
1894. For the year ended June SO, the deficit was $18,052,454. The 
attention of .Congress was centered on the currency question and 
the need for additional revenue. 

The Secretary recognized the menace to the public credit by the 
continued use of demand liabilities, represented by the legal tender 
notes, and recalled his predecessors’ appeals since the close of the 
Civil War for legislative action which would remove the dangers. 
He stated, 

As time has gone on, all the reasons upon which these warnings and 
appeals were based have received additional force. The enormous de¬ 
preciation in the commercial value of silver, as compared with gold, has 
greatly increased the financial responsibilities of the Government in its 
demand liabilities. 

The Secretary recommended that the sum of $125,000,000 in 
gold should be set over from the general fund in the Treasury, to 
be used only for redemption purposes, and all the silver bullion 
and dollars coined therefrom, bought under the Act of 1890, should 
be passed to the same account; also that $200,000,000 greenbacks 
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be deposited in the same fund, to be disbursed only upon the re¬ 
ceipt of gold coin in exchange. 

Another problem was to provide a substitute for bank note 
issues in a system in which “a whole generation of our people have 
been schooled. . . . Its solution must be gradually reached by the 
path of safe experiment.” 

A new tariff law went into effect July 24. 

Spanish-Ameeican Wae, 1898 

I 

1898 The Treasury deficit for the fiscal year ended June 30 was 
$38,047,247. The Tariff Act of 1897 had not been fairly tested, al¬ 
though domestic industrial enterprises were unquestionably bene¬ 
fited. For the first time in the history of our foreign commerce, the 
year’s exportg,tions averaged more than $100,000,000 a month. 

The declaration of war against Spain in April disturbed the al¬ 
ways sensitive conditions of trade and finance, and caused timid 
depositors to withdraw their funds from savings banks. The com¬ 
mercial banks sympathetically suffered through loss of cash re¬ 
serves to savings institutions. The rate of interest rose; the pric§ of 
securities declined, and old issues of United States bonds fell to a 
point where they yielded investors 3.1% to 3.25%. 

In June the Treasury offered $200,000,00010-20 year 3% bonds 
at par, in spite of predictions that a 3% bond could not be sold ex¬ 
cept at a discount. A major factor in negotiating the sale was the 
acceptability of the bonds to secure national bank note circulation, 
the issue of which was restricted to 90% of the face of the bonds 
deposited as security. A 3% bond at p.ar yielded better retiims to 
the banks, when used for that purpose, than 4% or 5% bonds at 
the prevailing premium market prices. This fact, together with 
easier conditions in general finances, operated to establish a pro¬ 
spective prenoium on the anticipated issue; in fact, at the moment 
when the act was approved, the whole issue of $200,000,000 could 
have been sold at a premium of probably 23^%. This could not 
have been foreseen, and it was the opinion of Congress also that a 
wide distribution among the people, at the uniform price of par, 
was of more value to public interests than the realization of a 
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possible bonus from small groups of professional dealers. It was 
felt that the rate of the new bonds was properly fixed at 3%, and 
they should be allowed to enter into competition with the older 
issues. 

The loan was subscribed for many times over, and allotments 
were made to less than 325,000 persons. In allotting the bonds, 
subscriptions of individuals were first accepted, and the subscrip¬ 
tions for the lowest amounts were first allotted. However, over 
$77,000,000 of the original holdings of about 116,000 subscribers 
soon passed into the ownership of 1,001 persons, firms and 
corporations. 

The Act of June 13, which authorized the loan, also provided 
for new internal revenue duties and taxes which touched upon al¬ 
most all the business interests of the country. 

The Act of July 7 provided for annexing the Hawaiian Islands to 
the United States. 

The war was concluded with a treaty signed at Paris, on 
December 10, by which Spain relinquished her sovereignty over 
Cuba and ceded Puerto Rico, Guam, and the Philippines to the 
United States. 

1899 While there was a deficiency of $89,111,559 in the ordi¬ 
nary revenues, the excess of receipts over disbursements on ac¬ 
count of loans was sufficient to realize a net surplus of $100,791,521 
as the result of the fiscal operations of the year. Gold holdings of 
the Treasury exceeded all previous records, both in the aggregate 
and in the net amount abqve outstanding gold certificates. For¬ 
eign commerce continued to expand greatly, and receipts from in¬ 
ternal revenue also had increased. Mentionable were receipts from 
taxation of distilled spirits, $99,283,534; from fermented liquors, 
$68,644,558, and from manufactured tobacco, $52,493,207. 

On July 1 the outstanding interest-bearing debt amounted to 
$1,046,010,920. No purchases of bonds had been made for the sink¬ 
ing fund account for the past eight years, due to lack of sufficient 
revenue. With the surplus funds now available, the Secretary, in 
November, offered to purchase $25,000,000 of the 4% loan of 1907, 
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or the 5% loan of 1904, at the current market price. About 
$18,408,000 bonds were secured in this manner and applied to the 
sinking fund. The bonds were purchased at a premium of $2,263,- 
521, and the net saving to the Government in interest amounted to 
substantially $2,885,000. 

The currency question was still foremost in the minds of the 
public. The Secretary reported the Treasury exhibited a degree of 
financial strength never before equaled, which placed the Govern¬ 
ment in a position to take any steps Congress considered wise to¬ 
ward inaugurating needful improvements in the currency, or 
modifications in the banking laws. He concurred in the opinion of 
Secretary Windom as stated in 1890, that “the gravest defect in 
our present financial system is its lack of elasticity. . . . The de¬ 
mand for money, in this country, is so irregular that an amount of 
circulation which will be ample during ten months of the year will 
frequently prove so deficient during the other two months as to 
cause stringency and commercial disaster.” 

The Comptroller reported, as of June 30, the estimated deposits 
in 12,804 banks totaled $7,513,954,361. 

1900 The Act of March 14 established a standard unit of value 
in gold for the dollar, and made it the duty of the Secretary to 
maintain at a parity value with gold all forms of money issued or 
coined by the United States. 

Among other provisions of the act were; (1) the payment of 
United States notes, and Treasury notes of 1890, in gold coin, and 
the establishment of a reserve fund of $150,000,000, to be set 
apart in the Treasury and used for such redemption purposes; (2) 
authorization for the issuance of 2% bonds, payable in gold coin, 
and optional as to payment by the Government after thirty years, 
in exchange for outstanding 5% bonds of 1904, 4% bonds of 1907, 
and Spanish War Loan 3% bonds, totaling $839,000,000; (3) the 
issue of circulating notes by national banks equal in amount to the 
par value of bonds deposited, not exceeding ajbank’s paid-in 
capital, and a reduction in the tax on circulation to 34 of 1% semi¬ 
annually, when secured by the 2% bonds. 
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The Consol 2% bonds were primarily conceived for national 
banks to buy and use as security for their bank note circulation. 
Holders of the old issues were permitted to surrender their bonds 
at a valuation “equal to their present worth, to yield an income of 
234 % per annum,” and the 2% bonds were issued at par. At first 
ti^e exchanges were principally of bonds held by the Treasurer of 
the United States to secure circulating notes and public deposits. 
The bonds surrendered by individuals and institutions other than 
national banks totaled about $108,000,000, but a considerable pro¬ 
portion of the 2% bonds issued in their place was eventually sold to 
the national banks. On November 21, the Secretary announced that 
refunding would be indefinitely suspended at the close of business 
on December 31. At that time $445,940,750 of the old issues had 
been refunded into the new 2% Consols. This refunding operation 
materially changed the character of the interest-bearing debt. 

The population of the United States had grown from 5,300,000 
in 1800 to 76,891,000 on November 1, 1900, and the per capita 
supply of money outside the Treasury was $27.82. The estimated 
natural wealth of the country was $94,300,000,000. 

1901 With an accumulation of surplus funds in the Treasury, 
it was determined in April to resume purchases for the sinking 
fund. Purchases of the 5s of 1904, 4s of 1907, and 3s of 1908-18 
were continued throughout the year on a 1.726% basis, also of the 
4s of 1925 on a 1.906% basis. From July to November 15, a total of 
$33,114,420 bonds was purchased, for which the Government paid 
$41,982,986. 

The gross gold in the Treasury on November 1 aggregated 
$542,831,849, a sum never before equaled in our history, and only 
for a few months some years ago had any other Government ever 
held so much. There was a growing use of gold, it being about 
40.8% (October 1) of the total circulation. 

The Secretary stated the facts indicated a condition of unparal¬ 
leled strength in the Treasury, and went far to explain the superior 
credit of the United States as measured and illustrated by price 
quotations in the world’s financial markets. 
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Money Stringency 

• The diminishing supply of Government bonds available as 
security for circulating notes of national banks prompted the 
Secretary to renew the recommendation of refunding the green¬ 
backs into time obligations “but such arguments have failed to 
convince the people of the propriety of canceling a debt bearing no 
interest to create in its stead one equally large charged with the 
burden of interest.” 


From Feb. 1, 1902 to Mar. 3, 1907 

LESLIE M. SHAW, SECRETARY OF THE TREASURY 

(Theodore Roosevelt—President) 

1902 At the close of th^ fiscal year, the magnitude of the avail¬ 
able cash balances and the unprecedented holdings of gross gold 
were the striking features of the condition of the Treasury. 

During the summer surplus bank reserves throughout the coun¬ 
try ran relatively very low—* one of the surest indications of trouble 
in the fall. Anticipating a crisis, the Secretary caused to be 
printed as much unordered national bank circulation as the 
Bureau of Engraving and Printing could turn out, and resorted to 
a number of methods to relieve the money stringency which de¬ 
veloped. Deposits were increased in national banks to stimulate 
the issuance of circulation, and the Secretary announced he would 
not liquidate banks which failed to maintain their reserve against 
deposits of Government money. In September he offered to accept 
as security for deposits already made the substitution of State and 
certain municipal bonds at 75% of their face value, in lieu of the 
Government bonds then on deposit, on condition that the bonds 
thus released should be made the basis for immediate circulation. 
He also anticipated the payment of the November interest due on 
outstanding obligations, and offered to purchase 4s of 1925 for the 
sinking fund. 

These operations were not begun, however, until a crisis existed, 
and while two of the methods (the acceptance of other than 
Government bonds as security for deposits, and the announcement 
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that the discretion with which the Secretary of the Treasury wai? 
clothed by statute would not be exercised against banks failing to 
maintain reserve against Government deposits) were criticized, no 
one questioned their necessity. 

The Secretary commented: 

Recent events not only justify but enforce the conclusion that our 
banking system is imperfect. . . . The frequent purchase and retirement 
of bonds renders the amount available for circulation gradually less, while 
a rapidly growing population, additional banking facilities, and expand¬ 
ing trade suggest the need of an ever-increasing circulation. . . . 

At present the purchase of outstanding Government bonds for the 
credit of the sinking fund affords the only method of returning surplus 
public revenues to the channels of trade after they have been once 
covered into the Treasury. The Department is authorized to deposit 
current internal-revenue and other receipts, except customs, with na¬ 
tional banks upon satisfactory security, but this method affords very 
tardy relief in case of monetary stringency. On the other hand, the pur¬ 
chase of bonds invites a contraction of national bank circulation for the 
purpose of disposing of the bonds pledged for its security at the advanced 
price which usually prevails whenever the Government becomes a pur¬ 
chaser. Thus the object sought to be attained is counteracted. 

The Comptroller of the Currency reviewed the currency sit¬ 
uation: The first issue of national bank circulation was in De¬ 
cember 1863. In 1865, State bank notes were legislated out of 
existence by the imposition of a prohibitive tax on their circula¬ 
tion. In 1873, national bank notes formed nearly 45% of the 
money of the country. At the close of the fiscal year 1902, of the 
total money in circulation national bank notes constituted 15.2%. 

While the Spanish War revenue taxes had been partially re¬ 
duced by Act of Congress in 1901, they were entirely abolished by 
the act approved April 12, 1902. 

To provide for construction of the Panama Canal, the Act of 
June 28, 1902, authorized the issuance, from time to time, of 
$130,000,000 2% Panama Canal bonds, payable in thirty years, 
and redeemable after ten years. A later act gave to these bonds 
the same privileges and rights as the Consol 2s, when used to secure 
circulation, whereby the tax on circulating notes was 3^ of 
1% per annum. 
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Refunding into Consol 2 Per Cent Bonds 

1903 At the end of the fiscal year, the Treasury showed an in¬ 
crease in the available cash balance and increased holdings of gold. 
Total holdings of gold on July 1 were $631,420,789. 

Transactions in public debt items, other than those related to 
the trust funds, caused a net decrease of $18,625,444 in the public 
debt and reduced the annual interest charge to the extent of 
$2,001,372. 

The foreign holdings of United States bonds, which were princi¬ 
pally confined to registered form, were diminishing, and totaled 
$16,866,950. 

As a result of the organization of new banks and the refunding 
operations of the Treasury Department, the bonds on deposit to 
secure circulation increased. For that purpose Consol 2% bonds 
constituted 98% of the total bonds on deposit at the end of the 
year, and were quoted in the market at approximately 109. 

The amount of the interest-bearing debt outstanding on July 1 
was $914,541,410. Refunding operations were resumed. The prices 
fixed by the Government Actuary for the 3s of 1908-18 and the 
4s of 1907 were equivalent to an income retmm of 234%> which 
showed a considerable profit to the holders of the outstanding 
bonds. Therefore, it seemed not unreasonable for the Treasury to 
recover some of that profit by charging a premium of 2% for the 
new Consol 2% bonds. Also, holders of the 5s of 1904 were asked 
to surrender their bonds with prepayment of interest to maturity. 
By these operations, the interest-bearing debt was reduced to 
$905,277,060, as of November 1. 

Reviewing the fiscal year, the Secretary stated: 

Our currency system has been subjected during the year to some very 
severe tests. Unprecedented prosperity encouraged the natural optimism 
of our people to such an extent that property of all kinds found ready 
and eager buyers at figures phenomenally high. A condition, therefore, 
existed which of necessity could not last. Within a year the market value 
of stocks and bonds has depreciated in an amount estimated far in excess 
of the cost of four years’ devastating civil war. Yet notwithstanding this 
enormous and inconceivable shrinkage, it has not affected in noticeable 
degree other classes of property. Banking institutions have exhibited no 
suggestion of weakness. ... To all appearances the crisis is passed. 

Having found it impracticable to relieve a monetary stringency 
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with current internal-revenue receipts, amounting only to about 
$500,000 per day, the Secretary early in the year ordered their 
segregation and the accumulation of a separate and distinct fund 
composed entirely of internal-revenue and miscellaneous receipts, 
so as to be prepared in case of an emergency to grant prompt relief 
to the banks by large deposits. 

In August a money stringency again developed. By purchasing 
outstanding Government bonds for the sinking fund, and by direct 
deposits in national banks, about $27,000,000 was restored to the 
channels of trade. 

1904 In the spring, by direct appropriation of Congress, 
$10,000,000 was paid to the Republic of Panama and $40,000,000 
to the Panama Canal Company for the right of way on which to 
construct the canal across the Isthmus.* The payment of $40,000,- 
000 to the Panama Canal Company on May 9 was accomplished 
by the appointment of J. P. Morgan & Co., special disbursing 
agents for the Treasury Department, who effected the transfer to 
France through purchase from time to time of foreign exchange, 
so not a dollar of gold was shipped from this country. The Re¬ 
public of Panama invested most of the purchase price of her ces¬ 
sion in the United States, so shipments of money to that country 
were avoided. 

The available cash balance in the general fund of the Treasury 
on June 30 was less by $66,634,546 than the balance on June 30, 
1903. The Panama Canal payments, the redemption of the out¬ 
standing 5s of 1904, and a change in the ratio of the revenues to 
the expenditures contributed to this result. No purchases for the 
sinking fund were made during the year. 

The Treasurer’s report mentioned that a comparison of the 
average existence (duration of service) of Government paper with 
that of national bank notes showed for bank notes an average life 
of 4.058 years; while for United States notes the record was 3.695 
years; for Treasury notes, 2.136 years; for gold certificates, 2.877 
years, .and for silver certificates, 1.717 years. 


*See Page 414, Section IV. 
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The banking power of the United States, made up of the capital, 
surplus profits, deposits, and circulation of banks, aggregated 
$13,826,000,000; the banking power of foreign countries was 
estimated at $19,781,000,000. 


YIELDS ON U. S. GOVERNMENT SECURITIES 
FOR THE 10-YEAR PERIOD, 1895-1904 

1895 1896 1897 1898 1899 1900 1901 1902 1903 1904 

YIELDi 


% 

7.00 


6.00 


5.00 


4.001 



0 . 00 ' 


Chart 1 


C. f. Childs and Company 


1905 Revenues continued to decline during the early months of 
the year, which, coupled with the extraordinary expenditures, 
caused a deficit for the fiscal year ended June 30,1905, of $23,000,- 
000. To make good this deficit and to meet expenditures, 
$50,000,000 was withdrawn from depositary banks. 

A lowered market price for the Consol 2s made circulation 
profits larger, causing an increase in those accounts. Refunding of 
the 4s and 3s into Consol 2s was resumed. The outstanding bonds 
were received at a valuation equal to an income yield of 2J^%, and 
the 2% Consols were issued in exchange at 1% premium. 

The necessity for an elastic currency receiyed fresh emphasis 
due to financial conditions. Millions were loaned, approximately at 
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1% in midsummer, and call money reached 25% in November. 
The exceedingly low rate was about as dangerous as the higTi rate, 
for the latter was the logical result of the former. 

Secretary Shaw suggested the advisability of permitting na¬ 
tional banks to issue additional Government-guaranteed currency, 
equal to 50% of the bond-secured currency maintained by them, 
but subject to a tax of 5% or 6% until redeemed by the deposit of 
a like amount in the Treasury: 

By eliminating the words “secured by United States bonds deposited 
with the Treasurer of the United States” from national bank notes now 
authorized, the additional currency would be identical in form with that 
based upon a deposit of bonds, and its presence would not alarm, for it 
would not be known .... This additional currency would not spring 
into being until interest rates exceeded 6%, and it would as promptly 
retire when rates became normal. Under these or any similar provisions 
10% money would be well-nigh impossible, and the Treasury Depart¬ 
ment would be saved a most embarrassing responsibility. 

Most bankers either did not understand, or did not care, that 
Consol 2% bonds had no specific maturity date. When used to 
secure circulation the banks promptly received bank notes to 
circulate equivalent to the par value of the bonds. 

At the close of the year 1905, the offering price of the several 
different Government bond issues was as follows: 


2s of 1930 103H 

3s of 1908-18 103?^ 

4s of 1907 lOSji 

4s of 1925 131K 


1906 Banks everywhere. West as well as East, found them¬ 
selves in the spring with surplus reserve exhausted. The foreign 
exchange market responded sympathetically in a very marked de¬ 
cline in sterling exchange sufficient to have insured the importa¬ 
tion of gold if the banks had been in a position to buy the ex¬ 
change with which to secure it. The Secretary then offered to make 
deposits, satisfactorily secured, equal in amount to any actual 
engagements of gold for importation, the same to be promptly re¬ 
turned when the gold actually arrived. In this way approximately 
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$50,000,000 (more than six carloads) in gold, largely in bars, was 
brought from abroad. Most of this came from Europe, but in part 
from Australia and South Africa. 

This means of relieving financial stringencies demonstrated that 
the United States was in a position to influence international 
financial conditions, but it justified caution lest while protecting 
our own interests we might cause distress elsewhere—which would 
soon be reflected here. 

In November call money reached 14%, but after the annoimce- 
ment of the Secretary that he would not relieve the situation the 
rate dropped to about 5%. 

Under the Acts of June 28,1902, and December 21,1905, Con¬ 
gress had authorized the issuance of Panama Canal 2% bonds for 
canal construction and fortification. 

In Jtily 1906, the announced offering of Panama Canal 2% 
bonds of 1916-36, to the highest bidder, caused sales of Consol 2s 
(then quoted at lOSj^) and the retirement of circulation accoimts. 
The provision limiting the retirement to $3,000,000 per month 
prevented the market price of 2s from declining to par. To provide 
support, the Secretary Called $10,000,000 of special Government 
deposits, which were secured by other than Government bonds, 
and made additional deposits to be secured only by Government 
bonds. By doing this he created a market demand for Panama 2s. 

The average price realized for the $30,000,000 Panama 2s of 
1916-36 was 104.036. To avoid a money stringency incident to. 
payment for the bonds. Secretary Shaw announced that all pur¬ 
chasing banks would be permitted to retain one-third of the pur¬ 
chase money as Government deposits. This also had a stimulating 
effect on the prices bid for the bonds. 

Subscriptions of the 2,970 bidders aggregated about $445,000,- 
000, or nearly fifteen times greater than the offering. Most of the 
issue was awarded to the second highest bidder, Fisk and Robin¬ 
son, the leading dealer in Government bonds. The balance, about 
$5,750,000, was awarded to the highest bidder, a clever but ob¬ 
scure express messenger. The Secretary was criticized for not mak- 
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ing the conditions of the sale preclude award to irresponsible 
persons. No certified check—as marginal deposit accompanying 
the bid—was required. A successful bidder forfeited nothing if he 
did not honor the award. Such, subscribers were called “postage 
stamp bidders.” In order to corral the entire issue before reoffering 
the bonds to banks, Fisk and Robinson indirectly paid the ex¬ 
press messenger about $10,000 profit for his comparatively small 
allotment, which he had obtained by using a two-cent postage 
stamp to mail his personal bid to the Secretary of the Treasury. 

A novel feature of the whole transaction was the agreement 
entered into between the Secretary of the Treasury and Fisk and 
Robinson to remarket all the bonds at 104.40. The justice of this 
was generally recognized by bankers who felt that since the Gov¬ 
ernment had furnished a definite market for the bonds, the pur¬ 
chasing banks should be protected against any undue advance in 
the selling price by the dealer. The issue proved to be very 
attractive and the $24,000,000 bonds secured by the dealer were 
disposed of in the brief period of seventeen days. 

From Mar. 4, 1907 to Mar. 7,1909 

GEORGE B. CORTELYOU, SECRETARY OF THE TREASURY 

(Theodore Roosevelt—President) 

1907 Refunding operations under the Act of March 14,1900, 
completed to the end of the fiscal year 1907, resulted in the issuance 
of $646,250,150 Consol 2s in exchange for $72,071,300 5% bonds, 
$441,728,950 4% bonds and $132,449,900 3% bonds. 

The increasing currency stringency in monetary centers caused 
the Treasury to distribute $26,000,000 Government deposits in 
different sections of the country. As a further aid, the Secretary 
invited owners of the redeemable 4% bonds to surrender not ex¬ 
ceeding $25,000,000 for redemption with interest in advance of 
maturity. 

' In October financial conditions became acute throughout the 
entire country. Credit conditions among several nations were 
favorable to a crisis, and the credit resources of our country had 
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been unable to meet the business momentum. Railroads had 
emerged from receiverships and great railroad systems had been 
further perfected by purchases and mergers. There had been an 
astounding growth in the nation’s prosperity, wealth, and im¬ 
portance as a world power, but with a corresponding development 
of extravagance, while the demand on capital reached fabulous 
figures. 

For months there had been a more or less steady decline in stock 
market quotations. Not only stocks, but the very best bonds 
dropped lower and lower in price. The crisis was precipitated by 
the suspension of the Eiiickerbocker Trust Company, and this 
was followed by a large number of failures among smaller banks 
and trust companies. There were the usual runs on banks and 
hoarding of money; banks refused to make loans; many loans were 
called, and no money was offered on the New York Stock Ex¬ 
change for twenty-four horns. 

Oh October 26 the New York clearing-house banks decided to 
issue clearing-house certificates for use in the payment of balances, 
and to limit, if not suspend, the shipment of currency to out-of- 
town banks. This course was followed by banks of the other cen¬ 
tral reserve and most of the reserve cities. It was actually more of a 
panic among the banks themselves than ‘among the people. 

Factories suspended, workmen were thrown out of employment, 
orders were canceled, and the moving of crops was greatly re¬ 
tarded. Exports fell off at a time of the year when they should have 
t)een at their highest. 

The Treasury increased deposits in the banks at once. The sup¬ 
ply of bonds in the market available for the issue of circulation was 
limited in quantity and held at prices which practically made it 
unprofitable to the banks to buy the bonds and take out circula¬ 
tion. To relieve this situation and to counteract the premium on 
currency, the Secretary announced that he would receive bids for 
$50,000,000 additional Panama Canal 2s of 1916-36 and $100,- 
000,000 3% certificates of indebtedness. Under ordinary condi¬ 
tions the proceeds of these sales would have been deposited in the 
Treasury, thereby withdrawing that amount of money from circu- 
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lation, but arrangements were made to allow the banks to which 
awards were made to retain 90% of the proceeds of the Panama 
bonds and 75% of the proceeds of the 3% certificates. The relief 
following the announcement, which was made on November 17, 
was so great that ultimately it was found necessary to issue only 
$24,631,980 Panama bonds and $15,436,500 certificates, and all of 
these obligations, except $91,820 in bonds, were used as a basis for 
increasing bank note circulation or securing deposits. 

In October and December, the City of New York sold a total of 
$35,000,000 3-year 6% revenue bonds at par. 

In the opinion of the Comptroller of the Currency, 

The conditions which led to the panic of October and November, 1907, 
were not due to the failure of a few individual banks. They were not due 
to the lack of confidence of the people in the banks, but more to a lack of 
confidence of the banks in themselves and their reserves. Banks have been 
fearful that the reserve system would break down, and in consequence it 
has broken down, and the reserve deposits have been only partially 
available. They were also fearful that not sufficient currency could be 
supplied to meet the demand, and, as they all made the demand at once, 
there has not been* sufficient currency. The result has been a currency 
famine. 

Some interior banks having large savings deposits purchased 
gold in New York for shipment to them. Others used their New 
York balances to buy circulation bonds for deposit at the Treas¬ 
ury in order to obtain shipment direct from'^ Washington of a like 
amount of bank notes. 

Secretary of the Treasury Cortelyou urged Congressional action* 
in the monetary system to provide greater elasticity to the 
currency, 

. . . something which shall be automatic in its operation and 
which shall tend to equalize rates of interest not only in different sections 
of the country, but at different periods of the year, . . . without the ne¬ 
cessity of intervention on the part of the Secretary of the Treasury, or he 
should be granted the authority to supply it by properly safeguarded 
measures. 

1908 As one of the results of the experience acquired and the 
lessons learned from the 1907 "*panic,'" the so-called emergency- 
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Emergency-Currency Law 

currency law was written into the Federal statutes on May 30. 
The purpose of this act was to enable national banks to obtain and 
issue circulating notes covered by deposits of conunercial paper or 
such other securities as would be satisfactory to the depositary and 
to the Secretary of the Treasury. Provisions were made for obtaiu- 
ing circulation either by depositing the commercial paper or other 
securities with the national currency association of which the 
applying bank might be a member, or by depositing State, county, 
or municipal bonds with the Treasiuer of the United States in 
trust. 

Total ordinary receipts for the fiscal year ended June SO were 
$792,604,781 and the disbursements $850,674,983, leaving a deficit 
of $58,070,202. However, the excess of receipts over disbursements 
on account of the public debt was $170,351,498, leaving a net in¬ 
crease in the Treasruy balance of $112,281,297. 

As a result of the policy of the Treasury Department in per¬ 
mitting the substitution of State, municipal and other bonds as 
security for public deposits, on condition that the Government 
bonds thus released were redeposited as security for circulation, 
there was a material increase in bond-secured circulation, the 
amount outstanding on July 15 being $613,663,963. 

The offering of $30,000,000 Panama Canal 2% bonds of 1918-38 
in December was readily absorbed by the banks, and the Govern¬ 
ment bond market closed the year with aU issues firm. 

From Mar. 8, 1909 to Mar. 5,1913 

FEANKLIN MacVEAGH, SECRETAEY OF THE TREASURY 
(William H. Taft—President) 

1909 Treasury disbursements for the fiscal year exceeded 
receipts, showing a deficit of $58,734,954. 

Secretary of the Treasury MacVeagh stated he recognized that 
“the absence of anything like a budget m our Government has un¬ 
doubtedly led to a great deal of extravagant appropriation,” and 
he advocated “cutting off expenditures which are discovered to be 
avoidable without injury to the service or to the people.” 
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CoHunenting upon the availability of the Panama bonds au¬ 
thorized by the law of August 5, 1909, which could be issued at 
any rate of interest found necessary up to 3%, the Secretary said, 
in his judgment. 

No government, however rich, has a 2% borrowing power. Possibly 
it would have been better never to have issued 2% bonds or bonds at any 
rate of interest below the borrowing power of the Government in the 
open-investment market. 

All Government bonds then outstanding could be used to secure 
bank note circulation. Therefore, the market quotations for 2% 
bonds at premium prices represented their attraction for that 
purpose rather than for a real investment yielding less than 2%. 

1910 The Secretary reported. 

The sinking fund law has fallen into neglect. It should be revised to a 
point where it can be obeyed. It is impossible to carry out the law as it is, 
for the Treasury Department has not at present any funds with which to 
pay off its debt. Presumably, I should set aside 1% of the debt; apd Con¬ 
gress has made a permanent appropriation for this purpose, but it does 
not furnish the money with which to carry it out; and the sinking fund 
law has been not exactly a dead letter but a dead-and-alive letter for 
nearly forty years. 

The Secretary further commented. 

Our (banking and currency) system can fairly be called a panic-breed¬ 
ing system. . . . We have no system of reserves. ... It concentrates in 
New York what are pretended to be reserves and then forces the New 
York banks to lend and abolish them. 

The Postal Savings System was established by Congress, June 
25, to encourage thrift, especially among our large foreign popula¬ 
tion. Deposits of individuals would receive 2% interest and they 
would be permitted to convert their deposits into 2^4% tax-ex¬ 
empt Postal Savings bonds, redeemable after one year from date of 
issue at par, and payable in twenty years. As collateral security for 
the deposits, the Board of Trustees would accept United States 
Government, Philippine and Puerto Rican bonds at par; State and 
Hawaiian bonds at 90% of market value; certain county, city, 
town or legally constituted District bonds at 75% of market value. 
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Sale of Panama Ss 

1911 The Treasury offered $50,000,000 Fanaiua Canal 3s, dated 
June 1, due in 50 years. The bids for that amount aggregated 
$212,085,200, and the average price realized was 102.5825. This 
produced a premium of $1,291,274 and made the Treasuty’s ac¬ 
tual interest rate of the transaction 2.9019%. 

Within a year after their issue date, the Panama 3s sold as high 
as 1033^, and in 1945, thirty-four years later, they were quoted 
as high as 1353^, yielding .65%, solely because they were fully 
tax-exempt. 

The omission of the privilege to use these bonds as a basis for 
national bank circulation put them squarely upon an investment 
basis, and reversed the previous bond policy of attaching the 
privilege with a view to selling them at a rate of interest that was 
artificial and arbitrary. The normal demand for new bonds with 
the circulation privilege had become more than exhausted, and 
there was no way to press any more of these bonds upon the na-- 
tional banks. The situation was already saturated to the point of 
precipitation; 

It is on all accounts, therefore, a matter for congratulation that we 
have come to the end of the 2% bond period;,and that we have entered 
upon a new period in which we shall resort to the open market with our 
loans and make our bonds a legitimate investment of the public. 

The first issue of Postal Savings 23^% bonds, dated July 1, 
became available for small investors. 

The net annual profit from bank note circulation was the princi¬ 
pal factor supporting the Government bond market. The profit to 
national banks represented the difference between loaning the 
cash cost of, the bonds and loaning the circulation at the same 
interest rate, because the bonds contributed additional income. 
The Aldrich Bill recommended by the Monetary Commission for 
the creation of a.National Reserve Association provided for the 
redemption of the 2% circulation bonds at the owner’s option. 

1912 The National Currency Associations of the Aldrich-Vree- 
land Law were timed to function until awaited banking and cur¬ 
rency legislation could bring relief with “never-failing reserves and 
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never-failing currency” for flexibility, as Secretary MacVeagb be¬ 
lieved the Treasury Department should not be called upon to use 
its facilities to assist ordinary business transactions in crop moving 
seasons. 

Agitation increased for revision of monetary legislation by Con¬ 
gress because currency based on bonds failed to give the nation 
expandable and contractable currency. Congress had evidenced 
disregard for the appeal of financiers for prompt monetary legisla¬ 
tion and was disposed to tincture the recommendations with a 
political flavoring. 

Secretary MacVeagh regarded a panic “as urmecessary and as 
avoidable as an epidemic of smallpox. . . . Present Federal laws 
promote and develop panics.” 

The estimated wealth of the United States was $187,739,000,000. 
Gold in the Treasury at the fiscal year-end amounted to $1,207,- 
•464,264. 

The Government bond market was represented only by Consol 
2s, Panama 2s and 3s, Spanish War 3s, .4s of 1925, Philippine and 
Puerto Rican 4s, Hawaiian 4s and 4}4s, and District of Columbia 
3.65s. The Postal Savings bonds needed no market. They 

were redeemable at par by the Fourth Assistant Postmaster Gen¬ 
eral sixty days after presentation. Although all United States 
direct obligations were tax-exempt, yielding 1.92% to 2.90%, they 
were little favored as a popular investment with the exception of 
Panama 3s. 

About 80% of the total outstanding bonded debt was owned by 
national banks. The total authorized capital of 7,397 active na¬ 
tional banks was about $1,046,000,000. 

From Mab. 6, 1913 to Dec. 15, 1918 

WILLIAM G. McADOO, SECRETARY OF THE TREASURY 
(Woodrow Wilson—President) 

1913 Apprehension as to the effect of anticipated currency re¬ 
form, and complaints that credits were being restricted, were cor¬ 
rected when the Secretary announced the Treasury had ready for 
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immediate delivery to any bank complying witb requirements of 
tbe law $500,000,000 new national bank note emergency currency 
which he would not hesitate to issue under the Aldrich-Vreeland 
Act of 1908. That restored confidence and none of the currency 
was applied for by banks. 

When conditions again were becoming acute. Secretary Mc- 
Adoo announced he would deposit up to $50,000,000 Government 
funds in national banks where fimds were needed to move crops, 
and accept commercial paper as security at 65% of its face value. 
Commercial paper had never before been accepted as security for 
Government deposits. If banks had been obliged to secure the de¬ 
posits with Government bonds, the relief would not have been 
effective because many banks would have been compelled to use 
the deposits to purchase the bonds. Beginning June 1, 1913, all 
Government depositaries, active as well as inactive, were required 
to pay 2% interest on deposits of Government funds.* 

The income tax law created a distinct change in the method of 
providing revenue for expenses of the Federal Government. Al¬ 
though an income tax law was enacted in 1861 for the purpose of 
increasing the revenues of the Government during the period of 
the War between the States, that law was distinctly a war measure 
and was repealed in 1871. In response to general sentiment 
throughout the United States, an income tax law was again enacted 
in 1894, which was, however, of short duration as the Supreme 
Court of the United States decided that act was unconstitutional 
before the first annual tax under its provisions had been collected. 

The Sixteenth Amendment to the Constitution, which had been 
ratified by the necessary three-fourths of the several State Legisla¬ 
tures, was announced by the Secretary of State on February 25,1913. 

In pursuance of this amendment to the Constitution, the new 
Federal income-tax law was enacted October 3,1913. It permitted 
the levying of an income tax on the people of the United States, 
and provided for withholding of the tax at the source on coupon 


*Prior to 1908 interest had never been required on Government deposits. After 1908, 
1% interest was collected on so-called “inactive accounts,” i.e., those which remained 
fixed or stationary. 
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and registered interest payments on bonded and other similar in¬ 
debtedness of corporations, etc., beginning November 1. The tax 
on individuals was calculated on the calendar year 1913, and the 
law prescribed returns should be made on or before March 1,1914. 
Corporations, if they chose to do so, were permitted to make their 
returns for their fiscal years instead of the calendar year. 

The special excise tax on corporations (Act of August 5, 1909), 
which had been in force four years, became inoperative. The 
Federal income-tax law, as applied to corporations, joint-stock 
companies or associations, became operative immediately on its 
passage, and imposed a special excise tax upon all such organiza¬ 
tions for the months of January and February 1913, and an income 
tax for the remaining ten months of the year. The rate of tax in either 
case was 1% of the entire net income during the period named. 

The excise-tax law, which applied only to corporations, required 
all income from whatever source to be returned, while the income- 
tax law did not require income from obligations of the United 
States or of any State or Territory or political subdivision thereof 
(including Philippine, Puerto Rican and Hawaiian bonds) to be 
returned for taxation. 

The income-tax law had a noticeable effect on the demand and 
market value for Government bonds. When local taxes in the 
various States were assessed periodically, a temporary public de¬ 
mand for nontaxable Government bonds was further emphasized. 

The Government interest-bearing debt of $965,706,610 was be¬ 
ing gradually refunded or redeemed at maturity. It consisted 
principally of bqnds which secured bank note circulation. The 
country’s expanding economy called for a more fundamental, 
scientific fiscal reformation for national welfare. That was effected 
by the inauguration of the Federal Reserve System, by Act of 
Congress, December 23,1918. While the Act was on its passage in 
Congress it was vigorously opposed by many banks of the country. 
It was freely prophesied that the national banks would refuse to 
accept the law, surrender their Federal charters, and reorganize as 
State institutions. It was significant, nevertheless, that within the 



Federal Reserve Act 


103 


sixty days wldcli the law allowed the national banks to accept the 
provisions of the act only 18 national banks out of 7,493 failed to 
enter the System. Much of the opposition to the law resulted from 
a lack of knowledge of its provisions. Some members of the 
American Bankers Association commented that the program was 
rank socialism. 

The Federal Reserve Act provided for the 

. . . establishment of Federal Reserve Banks, to furnish an elastic 
currency, to afford means of rediscounting commercial paper, to establish 
a more effective supervision of banking in the United States, and for other 
purposes. 

In effect, it made the Government a joint partner with the 
country’s banks and was expected to eliminate forever any Con¬ 
gressional political interference with principles which bankers had 
recommended. 

Prior to the establishment of the reserve system, the absence of 
a market for bills (acceptances) in the United States was a factor 
in causing a large part of American foreign trade to be financed in 
London. In order to encourage the use of the acceptance in this 
country, provision was made in the reserve act giving member 
banks authority to accept bills of exchange and to deal in ac¬ 
ceptances, and giving the Reserve Banks authority to discount 
and to purchase acceptances. 

As stated by Carter Glass, the sponsor and “defender” of'the 
Federal Reserve System: 

In the Federal Reserve Act we instituted a great and vital banking 
system; not merely to correct and cure periodical financial debauches, 
not simply indeed to aid the banking community alone, but to give vision 
and scope and security to commerce and amplify the opportunities as 
well as to increase the capabilities of our industrial life, at home and 
among foreign nations. 

In his First Inaugural Address, Woodrow Wilson, the 
“foimder” of the Federal Reserve System, said: 

We shall deal with our economic system as it is and as it may be modi¬ 
fied, not as it might be if we had a clean sheet of paper to write upon. And 
step by step we shall make it what it should be. 
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That system was destined to play the major role not only in 
coordinating banking resources of the country and stsibilizing c ar- 
rency but also in aiding Treasury operations which were essential 
for Government requirements. The Federal Reserve System forti¬ 
fied Secretary McAdoo with support, prompting his announce¬ 
ment of the method for retiring bank note circulation bonds. 

Prior to the enactment of the new Currency Bill, various propo¬ 
sitions originally suggested, and frequently amended, at first so 
far unsettled confidence in probable Congressional action that the 
market for Government bonds only ceased to decline precipitately 
when the shrinkage became a serious sacrifice. Providing redemp¬ 
tion of the 2s in 20 years, or for exchange into a new type of 3% 
bond without the circulation privilege^ caused a stampede to sell 
2s and a market decline to 97. There were no bids and no buyers 
for all the offerings at 97, but some transactions were made at the 
low price of 94. The Comptroller of the Currency could require 
additional bonds or cash to be deposited to secure circulation, but 
he did not. 

Under the final plan, the circulation privilege continued to be 
attached to the Consol 2s, Spanish War Loan 3s, and 4s of 1925. 
For that purpose the 3% and 4% bonds could be used by member 
banks until redeemed at par by the Government, and the 2% 
bonds could be used until acquired by purchase at par by the 
Federal Reserve Banks. The act provided for the purchase at par 
up to $25,000,000 2s each year from national banks (beginning 
December 23, 1915). This revolutionizing of the currency system 
quieted apprehension. Another section of the new law, which had a 
direct bearing on the market for Government bonds, permitted a 
bank to obtain a national charter without depositing a specified 
amount of Government bonds. Formerly the demand for bonds for 
such purpose created a market for several hundred thousand dol¬ 
lars of bonds each month. 

While the United States had grown fabulously in wealth in the 
previous years, we still looked largely to Europe for the financing 
of our greatest enterprises. In both 1912 and 1913 our largest rail¬ 
road companies sought new capital in London and Paris.' 
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THE ANNUAL REPORTS OF THE FEDERAL RESERVE BOARD ARE FOR 
THE CALENDAR TEAR, ENDING DECEMBER 31 {the first report of the 
Board covered a period of less than six months). 

THE ANNUAL REPORTS OP THE SECRETARY OF THE TREASURY ARE 
FOR THE FISCAL YEAR, ENDING JUNE 30. 

1914 When the members,of the Federal Reserve Board took 
office on August 10, the fundamentals of the regional structure had 
already been provided for by the Reserve Bank Organization 
Committee. The country had been divided into twelve districts 
for an early launching of the new system. The date fixed by the 
Secretary of the Treasury for opening the Federal Reserve Banks 
for business was November 16. 

The difficulties of the undertaking were aggravated by economic 
disturbances occasioned by the European war, which extended to 
every part of the country. Conditions of uncertainty and per¬ 
plexity confronting the Board when it began its work in August 
had a considerable bearing on the policy pursued. 

The outbreak of hostilities in Europe led immediately to a 
serious rupture of international financial relationships throughout 
the commercial world, involving the temporary breakdown of ex¬ 
port trade and the collapse of the financial markets, with resulting 
shock to the credit system. European holders of American se¬ 
curities sought to sell them in the New York market, which was 
demoralized, and prices dfeclined with alarming rapidity, while the 
country was exposed to a serious and disastrous drain of gold. The 
banking system was dependent upon the call-loan market because 
of the large proportion of the country’s banking reserves which 
were invested in call loans protected by Stock Exchange collateral. 
The closing of Stock Exchanges throughout the country made call 
loans unavailable. The tendency to hoard cash was manifested by 
country banks; high grade securities were xmmarketable; and 
doubt was expressed as to the ability of borrowers to meet their 
maturing obligations. Conditions gave rise to frequent expression 
that organization of the reserve system should be deferred. 
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The Board recommended that the Federal Reserve Banks con¬ 
fine themselves strictly to dealings in short-term, self-liquidating 
paper growing out of commercial, industrial and agricultural op¬ 
erations, and not to discount or purchase paper which had been 
issued primarily for the purpose of providing capital investment 
for any business. It was voted to fix rates of discount at from 5}/2% 
to 634%, which rates were subsequently lowered. 

The Federal Reserve Act had provided for a readjustment of 
member bank reserves upon a new and lower basis. From the be¬ 
ginning of the war in Europe there had been an abnormal reserve 
situation in most of the financial centers. New York banks being 
most of the time considerably .below their reserve requirements 
because of the heavy drafts made upon them by interior banks and 
by the public. The change in reserve requirements, however, 
brought a material change in this condition and released, not only 
in New York but throughout the country, a very considerable 
amount of funds which had previously been held idle by the banks 
in order to bring or keep themselves within the requirements of the 
law. Member banks were thereby enabled to extend loans to their 
customers very much more freely, with a very commensurate 
decline of discount rates as a consequence.. 

One of the earliest and most trying consequences of the war was 
the development of a highly abnormal and artificial condition in 
the foreign exchange market. A large current balance was at the 
time owing to Europe, foreign holdings of American securities had 
been placed on the market, foreign credit facilities had been with¬ 
drawn, and our export trade had suffered a serious shock from the 
disorganization of shipping and the breaking down of European 
credit machinery immediately after the outbreak of the war. 
Furthermore, a large amount of American securities had been 
issued payable in Europe, and were about to mature. 

These conditions exposed qur banks to a drain of gold severe 
enough to endanger our entire banking structure. This, on the 
other hand, made it difl&cult for those who had to discharge ob¬ 
ligations due in Europe to procure gold or remittances at prices 
equivalent to the shipment of gold. The consequence was that 
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rates for drafts and cable transfers rose to prices wbicb were 
equivalent to a substantial premium on gold. ' 

The current indebtedness of the United States to foreign coun¬ 
tries was approximately $500,000,000, the maturity of which was 
spread over a period of months. The formation of a gold fund of 
$100,000,000 Was approved by the Board and subscriptions were 
asked from the clearing-house associations throughout the coun¬ 
try, the pro rata of contributions to be made to each clearing-house 
district. Action upon these allotments was prompt and effective, 
and a total of over $108,000,000 was subscribed. 

The beneficial effect of the establishment of this fimd immedi¬ 
ately became evident; only a comparatively small percentage of 
the amount subscribed was called for, and not more than $10,- 
000,000 was actually exported to furnish a basis for selling foreign 
exchange. By the lime of the opening of the Federal Reserve 
Banks the premium had disappeared and the danger of imme¬ 
diate gold exports had been removed. 

The pressure for note accommodation passed away, gold ap¬ 
peared in circulation at an early date, and retirement of the large 
volume of clearing-house certificates which had been issued, and 
of the emergency currency, was begun. Of an aggregate amount 
of about $380,000,000 emergency currency issued under the Act 
of May 30, 1908, as amended, less than $100,000,000 was in cir¬ 
culation at the year-end. It was expected there would be a grad¬ 
ual conversion of such currency into Federal Reserve notes. 

In December, the Federal Reserve Banks, under rules and regu¬ 
lations prescribed by the Federal Reserve Board, received author¬ 
ity to purchase Government bonds as they might see fit. 

The duty of the Federal Reserve Banks was “not to await 
emergencies but by anticipation to do what it can to prevent 
them.” When commerce, industry or agriculture are, in the 
Board’s qpinion, burdened unduly with excessive interest charges 
and artificial stringencies, the Board, acting through the discount 
rate and open market powers, should secure a wider diffusion of 
credit facilities at reasonable rates. The resources of a Reserve 
Bank should always be readily available. They should be mainly 
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invested in such short-term liquid investments as can be easily 
converted into cash. 

The Board recognized, '‘The only question is as to how rapidly 
it will be possible to develop the full capabilities and resources of 
the Federal Reserve System.’’ 

Evidence reached the Treasury Department that many banks 
throughout the country were hoarding money to an unnecessary 
extent by maintaining excessive reserves, refusing to extend cred¬ 
its, and exorbitant rates of interest were being charged. Hoarding 
of money by individuals also was apparent. The Secretary of the 
Treasury stated, 

I shall withdraw all Government deposits from banks charging exces¬ 
sive rates of interest. .. and refuse to issue so-called emergency currency 
to banks which are not making use of it on reasonable terms for the bene¬ 
fit of the business community. 

As summarized in part by the Secretary, 

The outbreak of the European war precipitated many grave problems. 
International credits and exchanges were completely disorganized; ocean 
transportation was for a time partially paralyzed; the entire business and 
economic structure in this country was shaken to its foundations; and a 
catastrophe of calamitous proportions was narrowly averted. Through 
the prompt and effective action of the Treasury Department, and with 
the cordial and intelligent cooperation of the banking and business inter¬ 
ests of the country, the danger has been averted. Specie payments have 
been maintained in the face of the world. The general revival of business 
throughout the country is the best evidence that confidence has been re¬ 
stored. 

At the beginning of the crucial period following the declaration 
of war in Europe, the general stock of currency in the United 
States amounted to $3,735,579,397, of which $368,210,467 was 
held in the Treasury as assets of the Government, leaving the 
amount in circulation $3,367,368,930. 

• » 

After Germany declared war and the New York Stock Exchange 
ceased trading (July 31 to December 12), money rates began to 
advance from 33^% to an average rate of 6^%. The repercussion 
on the market for Government securities disappeared in a few 
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months. There was a variation in the price range of not exceeding 
a 3-point average on the small amount of outstanding Govern¬ 
ment bonds. Between July and November 1914, the price level 
averaged only about 1^ points lower than the prices of July 30. 
From the lowest quotations during that period, Consol 2s ad¬ 
vanced from 95 to 963^; Spanish War Loan 3s from 99 to 1003^; 4s 
of 1925 from 1063^ to 108; and Panama 3s from 98 to 99. There fol¬ 
lowed increased buying of Government securities by the Federal Re¬ 
serve Banks, while the demand from national banks for circulation 
bonds to obtain currency for local use exceeded the supply. Other 
factors in the apparent exhaustion of the supply of bonds was the 
absorption by private investors for the tax-exemption, and bank 
purchases to secure Postal Savings deposits. 

From the layman’s viewpoint, the cessation of trading upon the 
Stock Exchange was not even a factor with respect to the Govern¬ 
ment bond market for the reason that virtually all purchases and 
sales of Government securities were customarily made through 
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dealers specializing in ttose bonds. The nominal quotations issued 
by the Stock Exchange had always been recognized as reflecting 
merely a general official price record for appraisal reference rather 
than the actual going market for large amounts. For every $1,000 
Government bond sale recorded on the Exchange there were 
$1,000,000 par value unrecorded transactions made by a very few 
banking houses which were known as Government bond dealers. 

1915 During the first full year of operation under the Federal 
Reserve Act, a condition of remarkable ease of the money market 
prevailed in the country due to the feeling of security inspired by 
the new banking system. The year was a period of marked and 
sudden transition. In almost every department of financial life 
conditions had been completely altered. 

At the close of 1914 foreign commerce was uncertain. During 
1915 export trade of the country reached the high-water mark. A 
surplus of exports, largely of agricultural products, was used to 
liquidate floating indebtedness existing at the opening of the war, 
estimated at about $500,000,000. Since then large surpluses of ex¬ 
ports were paid for to a considerable extent through the return of 
American securities held by foreign owners. There was a great in¬ 
flow of foreign gold into the United States in consequence of 
enormous sales to foreign countries. 

The combined loans of national banks (November) were 
$7,233,928,973, and total deposits were $10,157,472,691. The de¬ 
velopment of the bankers’ acceptance in the United States in 
financing international trade resulted in about $100,000,000 ac¬ 
ceptances outstanding at the close of the year. 

The Board during the early part of the year confined its instruc¬ 
tions and regulations to those classes of open market operations 
deemed most immediately essential, which included purchases and 
sales of Government bonds, bankers’ acceptances and municipal 
warrants. More than 75% of the aggregate investments held by all 
the Federal Reserve Banks were obtained through open market 
operations in Government bonds, warrants, acceptances, and 
commercial paper. 
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At the close of the year the lowest rates made by the Federal 
Reserve Banks for any class of paper were those on bankers’ 
acceptances, approved by the Board at from 2% to 4%. 

The Federal Reserve Act made no provision for collateral bond 
or stock loans, or for the purchase by reserve institutions of obliga¬ 
tions of foreign governments. Neither such obhgations, therefore, 
nor loans to member banks based thereon, were eligible as invest¬ 
ments for Federal Reserve Banks. It was not the province of the 
Board to deal with problems involving international relationships 
of the United States, either for the purpose of restricting or ex¬ 
tending exportations. 

Secretary McAdoo reported that the country emerged prpmptly 
from the shock of the war in Europe, with our credit not only 
unimpaired but strengthened. The business situation was healthy 
and the boom nation-wide. Our stock of gold was $2,198,113,762 
(November), the largest amount ever held by any country. Per¬ 
sonal income tax receipts for the fiscal year were $41,046,162 and 
from corporations $39,144,531. The Secretary stated, “The policy 
of providing for the expenditures of the Government by taxation 
and not by bond issues is undoubtedly a sound one and should be 
adhered to.” 

Foreign gold moved into our banking system, credit expanded, 
reserves increase,d, and commodity prices advanced. 

The investing public understood that revenue from the tariff 
and income tax law was expected to offset the growing Treasury 
deficit and the reduced working balance. The transfer of Govern¬ 
ment deposits from national to Federal Reserve Banks was ex¬ 
pected, and a sale of more Panama 3s by the Treasury at a 
premium was an anticipated market influence. 

With passive indifference American investors had witnessed 
foreign capital supply the needs for road construction in the Phil¬ 
ippines, while nearly one-sixth of the railroad mileage of the 
United States was operated by receivers. For the first time in our 
history we became a creditor nation. 
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America made a joint loan to Great Britain and France of 
$500,000,000, payable in gold coin. The Anglo-French 5-year 5% 
bonds were promptly sold at 98 to investors. Many bankers and 
investors were pro-German and, masquerading as being neutral, 
criticized security dealers who solicited subscriptions as acting 
contrary to America’s neutrality policy. They proclaimed, 
“Britain will be broke before the Ipan matures.” It was the largest 
single international credit which Americans had ever undertaken. 
The size of the loan was estimated to be equivalent to the annual 
expenditures of American tourists, interest and remittances to 
Europe. According to the United States Chamber of Commerce, 
we were “only on the fringe of the world of international 
finance.” 

At the close of the year, the Anglo-French 5% bonds were 
quoted to yield 6.35%; Canadian Government 5s, 4.50%; Phil¬ 
ippine 4s, 4.00%; and United States Panama Canal 3s, 2.92%. 
Only about $1,000,000,000 United States Government bonds were 
outstanding. 

The Supreme Court decision, recognizing that Philippine, 
Puerto Rican and Hawaiian bonds were free from Federal income 
tax, strengthened the market for all Territorial bonds. They had 
also become recognized as moral, if not technical, obligations of 
the United States Government. 

To remove the nonflexible outstanding bank note circulation, 
the Federal Reserve Act provided that during twenty years 
after December 23, 1915, the Federal Reserve Board could re¬ 
quire the Federal Reserve Banks to buy not over $25,000,000, 
in any'one year, of such United States bonds securing circula¬ 
tion, at par and accrued interest, as member banks desired to 
sell and retire their circulating notes. It also provided that the 
Federal Reserve Banks could exchange with the Treasury 
Department the bonds acquired, against which no circula¬ 
tion was outstanding, for new Conversion 30-year 3% gold 
bonds and 1-year 3% gold notes without the circulation priv¬ 
ilege. That program protected every national bank respecting 
its 2% bonds. 
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1916 As cited by the Federal Reserve Board: In practically all 
important industries labor and capital tbroughout the year were 
fully employed. During the calendar year the net trade balance in 
favor of the United States between exports and imports was about 
$3,089,200,000. From the beginning of the war until the end of 
1916, the net movement of gold into the United States was about 
$870,000,000, and, during the same period, about $2,250,000,000 
of securities of American origin, including obligations of the Na¬ 
tional Government, States, municipalities, and corporations, were 
transferred from foreign to domestic ownership; and, about 
$2,000,000,000 of securities issued by foreign governments and 
corporations were absorbed by American institutions and investors. 

All banks in the United States, with a capital and surplus of 
approximately $4,044,000,000, held on June 30, $6,057,000,000 
long-time securities, principally bonds, exclusive of their holdings 
of about $760,000,000 United States Government bonds, most of 
which were or could be used to secure circulation. Exclusive of 
United States bonds, banks in the United States’ held securities 
aggregating 150% of their combined capital and surplus. 

The original purpose of the bond conversion provision of the 
Federal Reserve Act was to maintain the market for United 
States bonds deposited to secure circulation and to insure a 
gradual but steady retirement of national bank notes, —any re- 
sultiag deficiency to be filled, so far as necessary, by Federal Re¬ 
serve currency. 

United States bonds actually purchased by the Federal Reserve 
Banks from national banks desiring to retire their circulation dur¬ 
ing the year exceeded $25,000,000, the amount required under the 
law. The Secretary of the Treasury provided for the conversion of 
not exceeding $30,000,000 of such bonds into 30-year 3% gold 
bonds and 1-year 3% gold notes. The full amount of $30,000,000 
Conversion bonds and notes was taken by the twelve Federal Re¬ 
serve Banks. For the year $15,761,000 30-year Conversion 3% 
bonds and $14,239,000 1-year notes were issued. The Federal Re¬ 
serve Banks, in turn, sold to investors $13,882,000 Conversion 3% 
bonds and $3,372,000 l-year notes. 
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The Secretary of the Treasury reported that during the year 
$56,648,902 was received from national banks for retirement of 
circulation. The large amount deposited for retirement was largely 
the result of purchases by the Federal Reserve Banks of 2% bonds 
carrying the circulation privilege. 

According to the Comptroller of the Currency: 

Since the beginning of the European War, a little over two years ago, 
our country has passed swiftly and definitely from the ranks of the debtor 
countries and has become the most potential of the creditor nations. 
Practically the whole world is in debt to us and steadily increasing its 
obligations. . . . Prom present indications, it is probable that we will be 
required to finance not only our own enterprises . . . but also the de¬ 
mands of readjustment and reestablishment that will follow the close of 
the great war. . . . 

The total of foreign loans placed in the United States for belligerent 
and neutral countries from August 1,1914, to November 1, 1916, is esti¬ 
mated at approximately $2,000,000,000. These foreign securities have 
been absorbed largely by the investing public generally, although great 
blocks of them have been taken by the corporations engaged in the 
business of supplying munitions and equipment of war to Europe. . . . 
The short-term obligations of these foreign nations have been principally 
acquired by the banks of this country. 

As an illustration of the opinions held abroad as to this country, 
the Comptroller quoted an editorial which had appeared in a lead¬ 
ing British publication: 

European financiers in general would be well advised to face the fact 
that the war has radically transformed the relations between the United 
States and Europe. The American Controller of Currency in his latest re¬ 
port indicates how greatly American banks have developed in recent 
years. Their resources on November 17 amounted to 3,104 million 
pounds. They have grown by 800 millions since 1913 and doubled since 
1906. 

The Federal Reserve Act and other legislation under Mr. Wilson’s 
auspices have given them, for the first time in their history, a really sound 
organization. The United States has wiped out, or by the end of this war 
will have wiped out, most of its debt to foreign investors. It will have a 
currency of unimpeachable soundness, fortified by a gold reserve of un¬ 
precedented magnitude. 

The American bankers will have acquired the experience they have 
hitherto lacked in the international money market. And all this strength¬ 
ened financial fabric will rest upon an economic fabric which the war will 
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liave much expanded. It can hardly be doubted that under these circum¬ 
stances New York will enter the lists for the financial leadership of the 
world. 

Secretary McAdoo stated, —“It would have been impossible to 
finance our vast domestic and foreign trade without the facilities 
provided by the Federal Reserve System.” 

In addition to Federal Reserve notes, which are issuable upon 
the deposit with the local Federal Reserve agents of notes, bills, 
and securities described in the Federal Reserve Act (which have 
been rediscounted for the member banks), and against which 
notes so issued there must be a gold reserve of not less than 40%, 
the Federal Reserve Banks may also issue “Federal Reserve Bank 
currency.” This currency is issued under the same terms and con¬ 
ditions as national bank notes, except that its voliune is not 
limited to the amount of capital stock of the issuing bank. 

On September 12 national banks owned |$729,777,000 United 
States bonds, of which $687,201,990 was on deposit to secure 
circulating notes. On October 31 the interest-bearing national debt 
was $972,469,290, at an annual interest charge averaging 2.39%. 
About 20% was held by the investing public, fraternal organiza¬ 
tions, and insurance companies; 80% was owned by National, 
Federal and State banks. 

On November 3 the twelve Federal Reserve Banks owned 
$51,907,000 United States bonds and interest-bearing notes. 

The Federal Farm Loan Act, approved July 17,1916, provided 
for the establijshment of the Federal Farm Loan Bureau, the organ¬ 
ization of twelve Federal Land Banks, and also for the organiza¬ 
tion of national farm loan associations, joint stock land banks, for 
the issue of farm loan bonds, in connection with the provision for 
capital for agricultural development, the equalization of rates of 
interest upon farm loans, etc. The Federal Farm Loan Bureau, 
under the general supervision of the Feder^ Farm Loan Board, 
was established in the Department of the Treasury. 

The twelve Federal Ileserve Banks independently marketed 
their respective holdings of Conversion 3% bonds. The purchasing 
power of American investors for additional issues of Government 
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bonds bad not been tborougbly tested since the Civil War. At the 
end of tbe year all outstanding bonds were quoted above par, 
yielding from 1.99% to 2.90%, and Territorials yielded from 3.00% 
to 3.78%. During the year, total Government bond transactions 
on the New York Stock Exchange amounted to only $713,000. 

The Federal estate tax was first imposed under the Revenue 
Act of 1916. 

World War 1, April 6,1917-November 11,1918 (Armistice) 

1917 By President Wilson’s proclamation, and the declaration 
by Congress, the United States entered the war on April 6. As the 
Federal Reserve Board reviewed the calendar year, previous to that 
declaration there had been a period of unprecedented activity and 
expansion in practically all lines of business and industry, changing 
the United States from a debtor to a creditor nation. The great in¬ 
flux of gold into the country, and the large foreign credits negotiated 
here, convinced the Board that the Federal Reserve System should 
be strengthened and brought to the highest state of efficiency. 

To provide for the strengthening of the banking structure, 
several amendments to the Federal Reserve Act became law on 
June 21, 1917, and added greatly to the ability of the Federal 
Reserve System to assist in meeting the financial requirements of 
the Government, and to exercise a controlling influence in the 
money market, at a time when much larger demands were being 
made upon it because of war financing. More active cooperation 
on the part of State banks and trust companies was brought about, 
many of which allied themselves with the System. The process of 
issuing Federal Reserve notes was simplified by pemoitting their 
issuance against both gold alone and gold and eligible paper as 
security—the gold thus acquired being permitted to be counted as 
a part of the required gold reserve against notes. 

When we entered the war, the Federal Reserve Banks were im¬ 
mediately assigned as fiscal agents of the Treasury. The initial 
Treasury offering of $50,000,000 certificates, in anticipation of in¬ 
come tax receipts accruing on June 30, was made before rates for 
money had advanced and before plans could be perfected for the 
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subsequent larger operations. Accordingly at the request of the 
Secretary of the Treasury, the Federal Reserve Banks subscribed 
for the entire issue at the rate of 2%. This constituted their first 
direct service to the Government in its war financing. This issue 
was followed by an offering of $250,000,000 certificates at 3%, 
which was quickly distributed by the Federal Reserve Banks among 
member and nonmember banks. Four more issues of certificates 
were made in anticipation of the first $2,000,000,000 Liberty Loan, 
and six certificate issues anticipated subscriptions to the second 
Liberty Loan. In this manner the Government absorbed accumu¬ 
lated savings as they became available and was thus enabled to 
dispose of nearly $6,000,000,000 of long-term bonds without creat¬ 
ing at any time disturbance of the money market. 

Before the close of subscriptions to the First Liberty bond issue, 
the Board established a preferential rate of discount for notes of 
member banks secured by Government obligations. The rate of 
3% was established for the discount at Federal Reserve Banks of 
notes of member banks running not longer than 15 days, secured 
by Treasury certificates of indebtedness, and a rate of 33^% for 
customers’ notes running up to 90 days, secured by Government 
obligations. Also a one-day rate from 2% to 4% at New York was 
established for the purpose of restoring to the market funds 
temporarily withdrawn through Government loan operations. 

It was estimated that only about $300,000,000 of the First 
Liberty Loan was actually subscribed by banks for their own 
stccount, and of this amount a very large part was quickly trans¬ 
ferred to private investors w^ho had not originally subscribed for or 
been allotted all the bonds they desired to obtain. 

The new duties of the System made it more directly responsible 
for the banking situation as a whole, but “the Federal Reserve 
Board is not responsible for the financial policy of the Govern¬ 
ment, except in so far as the Secretary of the Treasury may choose 
to call upon its members for service m an advisory capacity.” 

Since the be ginni ng of the war, and more especially since the 
entry of this country into the war, deposits in banks increased 
enormously. The country’s gold holdings in three years had in- 
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creased more than a billion dollars and were now larger than those 
of any other country, but at the same time the percentage of gold 
reserves against deposits decreased. 

Resulting from credit expansion, wholesale prices during the 
year advanced by about 24%, conapared with an advance of about 
47% from July 1914 to the end of 1916. Retail prices of the princi¬ 
pal articles of food rose about 24% between December 1916 and 
December 1917. 

The President took control of the railroads with plans for main¬ 
taining their revenue and credit. 

According to Secretary McAdoo’s review of the fiscal year, the 
average American had made small denial of his pleasures and 
conveniences, Uor been sufficiently aroused to the necessity of 
economy. 

The great financial operations of the Government cannot be car¬ 
ried forward successfully unless the people of the United States econo¬ 
mize in every possible direction, save their money, and lend it to the 
Government. ... It is not mere subscription to a bond that helps the 
Government; it is the actual purchase and the keeping of the bond that 
really helps. 

Congress (eighteen days after the declaration of war between 
Germany and the United States) authorized the Secretary to issue 
up to $5,000,000,000 bonds, at not to exceed 3%% interest, tax- 
exempt, and convertible into bonds bearing a higher interest rate 
if any subsequent bonds should be so issued before the termination 
of the war. 

Because of the size of the undertaking, there was no precedent to 
guide the Government as to the amount of bonds the country 
would absorb at one time. Some advisers thought the first loan 
should not exceed $500,000,000 and bankers estimated there were 
only 350,000 bond investors in the United States. However, for 
the $2,000,000,000 First Liberty Loan offered on May 14, more 
than 4,000,000 men and women subscribed for $8,035,226,850. Of 
this number, an estimated 3,960,000 people, or 99%, subscribed in 
amounts ranging from $50 to $10,000, while the nxunber of indi¬ 
vidual subscribers to $5,000,000 and over was twenty-one. 
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For the $3,000,000,000 Second Liberty Loan oflfered on October 
1, subscriptions from 9,400,000 persons totaled $4,617,532,300. 

The rate of interest for the Second Liberty Loan was increased 
to 4% and Congress made the bonds “subject to the super income 
taxes and excess profits taxes.” Otherwise, it was felt that to con¬ 
tinue the issuance of tax-free bonds in large amounts would give 
to “the very rich a means of escaping a large measure of taxation 
with no compensating advantage to the man of moderate or small 
means who invested in Government bonds.” 

For persons of small means and to encourage thrift. War savings 
st^ps and certificates were introduced in December. 

Credits up to $7,000,000,000 were authorized for war needs of 
foreign governments, at rates not less than the United States 
bonds last issued, and to mature not later than the last issue of 
United States bonds. Subsequently, the rate on foreign obligations, 
under terms of authority left in the discretion of the Secretary, 
was fixed at 4^4%, the additional 34% being added to compen¬ 
sate in ‘part at least the loss to the Government due to the tax- 
exemption features on its own obligations and the cost incurred 
by the United States of issuing its- own bonds. 

After a long period of debt retirement the war caused the 
United States to enter a new era in its debt history. 

The international crisis abroad, and prosperity in the United 
States, provided the American people with great confidence that 
the Government could obtain all necessary funds from the sales of 
bonds to the investing public. In spite of political propaganda 
favoring a policy of neutrality, and the comparative high interest 
rates of offerings of foreign government loans, American investors 
patriotically awaited the domestic loan by our Government. 

Coincident with the official announcement of the terms of the 
First War Loan, at a meeting of bankers and representatives of 
bond and brokerage houses to organize a selling campaign in the 
Midwestern States, doubt was expressed that the 334% interest 
rate would appeal to the public. Chairman Charles G. Dawes re¬ 
plied, “^ybody who declines to subscribe for that reason, knock 
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him down.” After the First Liberty Loan was floated, members of 
the Stock Exchange declared that anybody who sold the bonds 
below par should be condemned as unpatriotic. 

The First Loan, dated June 15, specified redemption payment 
in gold coin at the present standard of value, also exemption both 
as to principal and interest from all taxation except estate or in¬ 
heritance taxes imposed by the United States or any State. This 
loan proved to be the best performer and choicest of all subsequent 
issues of Liberty bonds. 

In each of the twelve Federal Reserve Districts committees 
were appointed for all counties, cities, and towns for the greatest 
bond-selling campaign launched by any nation. Minutemen spoke 
at theatres and received subscriptions on the spot from the audi¬ 
ences. Banks encouraged loans by individuals to make subscrip¬ 
tions. To pay all necessary expenses connected with any operations 
under the authorizing act, a sum not to exceed one-tenth of 1% of 
the amount of bonds authorized was appropriated to be expended 
as the Secretary of the Treasury might direct. 

When the United States offered for sale $2,000,000,000 3^% 
fully tax-exempt bonds, they were virtually equivalent in net yield 
to a 6% rate in taxable investments. The natural immediate effect 
(July 1) of the new 33^% issue was the price adjustment for out¬ 
standing Panama and Conversion 3s, whereby their net yield 
became 3.48%. When Great Britain offered her domestic 4% non- 
taxable bonds, the Chancellor of the Exchequer stated that such 
attractive terms as were then offered to investors would never 
again be forthcoming. 

Protection granted to subscribers to the 334% bonds against 
any higher rate for future issues was provided by the privilege to 
convert their holdings. Although the banks contributed an esti¬ 
mated 8% of their resources by underwriting to assist in the grad¬ 
ual redistribution of the bonds, it was recognized that individuals 
were having their first opportunity to become acquainted with 
and be actual investors in Government bonds. 

The 334 % bonds, like all United States bonds, were exempt 
from personal property taxes, a featine not generally enjoyed by 
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municipal bonds. The next issue of 4% bonds was subject to a 
surtax. Not since 1879 had it been possible for investors to pur¬ 
chase direct from the Government a 4% bond at par. The surtax 
affected about 246,000 persons out of the total population of the 
United States, since records showed that number had incomes 
above $5,000. Only about 10,000 people had incomes above 
$50,000. 

On June 20 the national banks held United States and foreign 
government investments aggregating about $1,184,000,000 bonds. 
By the end of the year more people owned United State? bonds 
than ever before in the Country’s history. 

The principal sellers of the first and second issue of Liberty 
bonds were institutions which subscribed for more than their com¬ 
munities finally absorbed. Private investors also sold th^r allot¬ 
ments which represented patriotic, emotional subscriptions. It was 
reasonable to expect unsophisticated bondholders, unacquainted 
with bond investments generally, to sell their first purchase of 
Government bonds in anticipation that they would be expected to 
subscribe for subsequent loans bearing higher rates. They disre¬ 
garded the Treasury’s promise that they could exchange their 
present bonds for future issues. 

The Federal Farm Loan System began its loaning operations to 
aid farmers with long-term loans by issuing tax-exempt bonds as 
instrumentalities of the Government. 

1918 War financing was the dominant feature of the year. 
Government requirements were larger than ever. The Federal Re¬ 
serve Banks handled aU details connected with the sales'and allot¬ 
ments of Treasury certificates of indebtedness among member and 
nonmember banks, received subscriptions to Liberty bond issues, 
collected aU bond and certificate pajrments and redeposited the 
funds with*depositary banks, withdrawing them as required by the 
Treasury, and made deliveries of Government bonds and Treasury 
certificates to subscribers. 

The Secretary of the Treasury continued the policy of using the 
Federal Reserve Banks as agencies for negotiating all Government 
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loans. Under his direction all Liberty Loan Committees in the 
selling campaigns throughout the various districts were supervised 
by the governors and other oflBcers of the Federal Reserve Banks. 

By means of interdistrict settlements through the gold settle¬ 
ment fund, maintained at Washington by the Federal Reserve 
Board for the banks, it was possible for the Treasury to leave funds 
with designated depositary banks throughout the country until 
actually required. These vast operations were conducted without 
any strain upon or disturbance of the money market. 

The Federal Reserve Board continued the policy of giving a 
preferential rate of discount to notes made or offered by member 
banks secured by the Government’s war obligations. 

To avoid uimecessary capital expenditures in both public and 
private "enterprises, Secretary McAdoo in January requested the 
Federal Reserve Board, ‘'as another patriotic service, to assume 
the responsibility of passing upon such proposals as may be sub¬ 
mitted, both in respect to capital expenditures or issues of new 
securities.” 

The Board’s Committee, beginning February 1, 1918, under¬ 
took to pass upon industrial and public utility issues and munic¬ 
ipal issues. The test applied to security issues was whether the 
offer was timely with respect to the financial operations to be un¬ 
dertaken by the Government, and whether the objects for which 
the funds were to be raised by the sale of securities were compat¬ 
ible with the public interest. 

In concluding his report for the year, the Governor of the Fed¬ 
eral Reserve Board stated: 

The war has been won and the financial obligations of the Goverrunent 
are being met. Our banking situation is strong and inherently sound. 

On December 31, the Federal Reserve Banks held a reserve of about 
50% against their combined liability for deposits and note issues. The 
ability of the country to absorb investments has proved to be far greater 
than had been anticipated, and our credit structure, although expanded, 
is unshaken. We have no currency problems, and conditions are not com¬ 
parable with those which existed at the close of the Civil War. While the 
volume of circulation is larger than it has been at any period in our his¬ 
tory, there has been no depreciation in the gold value of our currency, 
every form of which is on an absolute parity with gold. The increased 
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volume of Federal Reserve notes has been an incident or an efiPect of ex¬ 
pansion of credits, rather than the cause of such expansion. 

With the development of our foreign trade, with increased shipping 
facilities, and with the granting of credits to other nations to aid them in 
their work of reconstruction and to enable us to sell them goods, a new 
influence will be felt, in due course, which will work toward the resto¬ 
ration of more normal levels. 

An obligation rests upon the American people to assist the Govern¬ 
ment in the completion of its financial program and to absorb the secu¬ 
rities which have been and are yet to be issued. This absorption can be 
accompHshed by reasonable economies and by persistent saving for some 
time to come. 

Feom Dec. 16, 1918 to Feb. 1, 1920 

CARTER GLASS, SECRETARY OF THE TREASURY 
(Woodrow Wilson—President) 

When the open market bond prices declined below par and 
artificial market support was urged, the Secretary of the Treasury 
stated to the Committee on Ways and Means of the House of 
Representatives, February ,1918: 

There are those sympathizers with the enemy who deliberately sell 
their bonds with a view to the injury they may-do to the credit of the 
United States. ... If the Government attempted to make only demand 
loans, it would not be possible to pay them. ... If the Government at¬ 
tempted to pay those loans on demand, it might be bankrupted. 

With the bonds of previous Liberty Loans selling below par and 
industrial and other securities yielding a return much in excess of 
the interest rate on Government bonds, the question of the rate of 
interest on the new bonds became acute. It was the general bank¬ 
ing opinion that the rate should be 43^%. The Treasury believed 
the rate of interest would not of itself maintain Liberty bonds at 
par in the financial markets; that the price of Liberty bonds, even 
though qujoted at less than par on the exchanges, would not deter 
the American people from buying at par the same bonds when 
oflPered by their Government to secure the necessary funds to carry 
on the war; that the patriotism of the American people was not 
measured by interest rates nor determined by the fiuctuations in 
the market prices of Government bonds on Stock Exchanges. The 
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Secretary believed the time had arrived to stabilize the interest 
rate on Government bonds where there would no longer be expec¬ 
tation of further increases in rates. 

Congress responded to the Secretary’s recommendation, author- 
iVing by the Act of April 4, 1918, the Third Liberty Loan 4j^% 
nonconvertible bonds. On the first anniversary of America’s dec¬ 
laration of war, $3,000,000,000 bonds were offered, and subscrip¬ 
tions totaled $4,176,516,850 from 18,376,815 subscribers. This act 
increased the amount of bonds authorized to $12,000,000,000. 

With the completion of the Third Liberty Loan the Treasury 
began immediate preparations for further financing of the Govern¬ 
ment. The Fourth Liberty Bond Act of July 9,1918, increased the 
authorization for issuing Liberty bonds from $12,000,000,000 to 
$20,000,000,000, and also increased the authorization for the 
Treasury’s purchase of obligations of foreign governments at war 
with enemies of the United States, making the total appropriation 
for this purpose $10,000,000,000. 

During the summer conditions materially changed. The revenue 
bill was pending in Congress and the uncertainties as to the effect 
of the new taxes upon income and market value of the bonds 
rendered it essential to adopt measures to make the bonds as 
attractive as possible. 

On September 28 the Treasury offered $6,000,000,000 Fourth 
Liberty Loan 4 nonconvertible bonds for public subscription, 
at par. Subscriptions from over 22,777,680 persons were allotted, 
totaling $6,992,927,100. The flotation of this loan was considered 
the greatest finaincial achievement in aU history. 

For temporary borrowing between the Third and Fourth 
Liberty Loans, seven issues of 4j^% 120-day certificates of in¬ 
debtedness were sold, totaling $4,659,820,000. Also, monthly 
offerings of 4% tax-anticipation certificates of indebtedness were 
continued. 

Secretary McAdoo urged taxpayers to buy certificates of in¬ 
debtedness, which were receivable in payment of income and 
profits taxes. He explained that the man who buys certificates 
anticipates the tax payment and . .. 



125 


Bond-Purchase Fund 

... will contribute in a most definite and patriotic way to the triumph 
of America in her mortal combat with the enemies of liberty and de¬ 
mocracy—the Kaiser’s legions of lust and license. 

By the Act approved September 24, 1918, the total of War 
Savings certificates that might be issued was raised from 
$2,000,000,000 to $4,000,000,000 with interest rates to be de¬ 
termined by the Secretary. 

The Comptroller of the Currency reported (as of October 31) 
approximately 13.2% of national banks’ assets were represented 
by United States bonds. 

The authorizing act of the Third Liberty Loan (actually an 
amendment to the authorizing act of the Second Liberty Loan) 
created the Bopd-Purchase Fund to support the market. The 
Bond-Purchase Fund provided that until one year after the war 
5% of the amount of the original issue of 4% and 4)4% bonds 
could be applied, at the discretion of the Treasury, to the pur¬ 
chase of such bonds, under such terms and conditions as the 
Secretary prescribed, during each twelve months’ period from the 
date of issue, at an average cost of par. It was a debatable question 
whether this operation constituted a practical treatment of the 
problem, and was regarded as equivalent to “lifting one’s self by 
the boot straps” when the Treasury borrowed funds from subscrip¬ 
tions to bond issues and then created an artificial market for bond 
sellers. Comment was that a correct sinking fund should operate 
only in peacetime, utilizing surplus revenue over Government 
expenditures. 

Posters and advertisements used the slogan, “Fight or Buy 
Bonds.” Although sales by citizens who had been dragooned to 
subscribe for them moved the market on the tax-exempt S^s 
down to 97.20, yielding 3.66%, and the Second 4s to 93, yielding 
4.40%, real investors evidenced their consideration of the impact 
of inevitable increases in income taxation. 

With the Fourth Liberty 4}^s, the national debt, as a direct 
result of the war, became about $16,000,000,000. When market 
quotations for Liberty bonds tended to decline below par, the 
Treasury was a constant buyer of its own bonds in the open 



126 Concerning U. S. Government Securities 

market at an average of about $2,000,000 a day, while the sup¬ 
ply tendered by the public for sale approximated $10,000,000 
a day. 

The income from foreign government bonds sold in the United 
States by our major Allies was fully taxable. These bonds de¬ 
clined below their issue price; Great Britain Sj^s were quoted 
to yield 7.60%, French 5j^s, 8.50%, and Dominion of Canada 
6 s, 8.75%. 

Large corporations, which were among the biggest subscribers 
for Liberty loans, purposely sold their holdings to effect a loss and 
reduce net taxable profits, expecting to repurchase them the fol¬ 
lowing year. 

On November 11, 1918, when the Armistice was signed, the 
market was surfeited with undigested bonds for redistribution 
among genuine investors. 

Resurrection of the naive theory that the war debt could be 
paid'off by printing currency led to agitation for higher wages, 
higher prices, and the vicious circle of infiated credit. Economic 
laws had not had timci to reassert themselves as industry and 
people craved spoon-feeding at the expense of taxpayers. The un¬ 
reasoned idea was likened to the man in a Victorian farce, “We 
must live on somebody.” 

Any rapid reduction in the volume of currency outstanding was 
stymied by the quantity of outstanding national bank note cir¬ 
culation. The profit to banks from circulation accounts handi¬ 
capped the Federal Reserve Banks in contracting such currency. 
The profit for banks obtainable from circulation accounts had 
caused the market for 2% bonds to rise from 96 to 100. Circulation 
was more profitable at low than at high rates for money, because 
the iuterest loss was proportionately less on the idle reserve fund 
maintained in Washington against circulation. 

For reconversion to peace after World War I, President Wilson’s 
Message to Congress (December 2) mentioned: 

Our people do not wait to be coached and led. They know their own 
business, are quick and resourceful at every readjustment.... Any lead¬ 
ing strings we might seek to put them in would become hopelessly tangled 
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because they would pay no attention to them and go their own way.... 
The process of a return to a peace footing has moved since the fighting 
stopped. It promises to outrun any aid that may be offered. It will not be 
easy to direct it any better than it will direct itself. 

1919 According to the report of the Federal Reserve Board: 
—The year witnessed the return and demobilization of troops, the 
readjustment of commercial and industrial activities to a peace 
basis, and the removal of most of the wartime restrictions. It was a 
year marked by industrial unrest, by economic confusion, by re¬ 
duced production, increased domestic consumption, high prices, 
and unprecedented extravagance. 

War financing necessarily involves credit expansion unless pri¬ 
vate consumption is curtailed at a rate commensurate with the in¬ 
crease of Government requirements. Curtailment was brought 
under a gratifying degree of control when the Armistice was 
signed. The War Industries Board, through priority orders and 
price fixing, and the Food and Fuel Administrations by rationing, 
voluntary cooperation, and price fixing, had limited consumption 
and, as a consequence, expenditure. To the extent that what was 
a^ccomplished in saving fell short of actual requirements, there was 
a margin of bonds that could not be paid for immediately out of 
savings and which it became necessary for the banks to carry, 
either directly or indirectly, through loans to purchasers of bonds. 
That led to the impression held by many that Liberty bonds could 
all have been sold to investors had they borne a higher interest 
rate. No rate within reason could have accomplished this end, as 
the investment funds to absorb those enormous issues in their en¬ 
tirety simply did not exist and their growth could not have been 
induced to an adequate degree by higher rates. 

In order that member banks might carry the burden of undi¬ 
gested Government securities they were obliged to rediscoimt with 
Federal Reserve Banks. It was essential that as long as the banks 
were lending to bond subscribers at coupon rates the rediscount 
rate should be related to the bond rate. The rediscount rates of 
Federal Reserve Banks, instead of being higher than the market 
rates, as in theory and in normal practice they should have been. 
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were made lower than the market rates. This circumstance is 
enough to prevent a normal functioning of a Federal Reserve 
Bank, whose rates should be so fixed that resort thereto is un¬ 
profitable to the borrowing institution and thus has a tendency to 
check expansion. 

The remedy for this condition is the absorption by investors of 
the undigested securities. Absorption can be brought about only 
by time and saving; and it often happens that a rising price causes 
better absorption than a falling quotation. Abnormalities were im¬ 
posed on the banking system by the war and a restoration of 
normal conditions must be brought about through the gradual 
elimination of war paper from the banks. It was necessary to co¬ 
operate with the Treasury to facilitate first the sale of Government 
securities and then their absorption by investors. 

On May 5, there were outstanding $6,467,525,(100 of certificates 
of indebtedness, which was the maximum at any time outstanding. 
At the end of the year there were outstanding $3,262,184,500 
certificates. This represented a very substantial reduction of the 
floating debt. It was estimated over 60% of the present tax cer¬ 
tificates were held by taxpayers and investors and only 40% by 
the banks. 

At the close of the year, at a majority of the Federal Reserve 
Banks, discount rates on paper secured by Government obliga¬ 
tions of every kind had been advanced to the same level as the 
rates then ruling for commercial paper. It was the Board’s convic¬ 
tion, however, that a substantial advance in all discount rates was 
necessary and that it should not be long delayed. 

The total of United States securities owned by the reporting 
banks showed a decrease during the year of $433,500,000, from 
$2,363,300,000 to $1,929,800,000. 

Loans secured by United States war obligations, amounting to 
about $1,220,000,000 on January 3, exclusive of rediscounts with 
the Federal Reserve Banks, showed a downward trend until the 
flotation of the Victory Loan. 

While the Federal Reserve Board wiU always be mindful of the inter¬ 
dependence of credit and industry ... the Board’s .. . primary duty, as 
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the guardian of the nation’s ultimate banking reserve, is to see that the 
banks under its supervision function effectively and properly as Reserve 
Banks. 

In the period of readjustment from war to peace, the Secretary 
of the Treasury reported, 

America stands strong economically, financially, and politically among 
the nations of the earth. . . . During the nineteen months of active war¬ 
fare, the people of the coimtry cheerfully contributed taxes for the sup¬ 
port of the Government in greater measure than ever before in our his¬ 
tory, and generously subscribed to four great popular Liberty loans.. . . 
Since the signing of the Armistice ... it has been necessary to issue only 
one popular loan—short-term Victory notes—as compared with four 
issues of long-term bonds in the previous nineteen months. 

During the first six months following the signing of the Armi¬ 
stice, Government expenditures were greater than during the pre¬ 
vious six months, being at the rate of about $2,000,000,000 a 
month. It became necessary to issue another loan to fund the 
floating debt. 

The Victory Liberty Loan Act of March 3, 1919, (amending 
previous Liberty Bond Acts and the War Finance Corporation 
Act), authorized the issuance of not over $7,000,000,000 notes 
upon such terms, conditions and rates of interest as the Secretary 
might prescribe. It was provided that the maturities should be not 
less than one year nor more than five years. 

On April 21, $4,500,000,000 Victory Loan notes were offered for • 
public subscription at par, one series in the form of 4%% 3-4 year 
convertible gold notes, exempt from State and local taxes, except 
estate and inheritance taxes, and from only normal Federal in¬ 
come taxes; another series in the form of 3^% 3-4.year converti¬ 
ble gold notes, exempt from all Federal, State and local taxes, ex¬ 
cept estate and inheritance taxes. Like all previous issues, the loan 
was a great success. Oversubscriptions totaled 16.66% of the 
amount offered, but the oversubscription was rejected and the 
total amount allotted was $4,498,312,650. 

Two series of tax certificates, both dated September 15, 1919, 
were offered: one series maturing in six months, at 434%> and the 
other maturing in one year, at 4J^%. The response was so great 
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the offering was closed in three days. Total subscriptions aggre¬ 
gated $758,600,500. The issuance of short-time certificates sufficed 
for sale to the banks in the anticipation of tax receipts and other 
revenue. That fortified and simplified the Treasury’s ability to 
perform. 

On June 1, 1919, the Treasury’s gold holdings totaled $3,092,- 
037,699, one of the highest points to that date. On June 30 the 
interest-bearing debt was $25,234,496,273. On August 31 the gross 
public debt, totaling $26,596,701,648, about $250 per capita, 
reached its peak. 

The total expenditures of the Government, exclusive of the 
principal of the public debt and postal disbursements, for the war 
period from April 6, 1917, to October 31, 1919, amounted to 
$35,413,000,000. Of that total nearly 32% was met out of tax 
receipts and other revenues than borrowed money. 

Since the Armistice the United States had advanced to Allied 
Governments (up to November 1) $2,329,257,138. The War Fi¬ 
nance Corporation was authorized to advance up to $1>000,000,- 
000 for nonwar purposes, and the United States wheat director was 
authorized to sell wheat to Europe on credit. 

The Comptroller of the Currency reported that the volume of 
merchandise exported by this country in the twelve months of the 
current calendar year (December being estimated) would reach 
• the huge total of $7,921,847,000 and that our imports for the same 
period would approximate $3,904,406,000, making our excess of 
exports over imports $4,017,441,000 —“a debt which the rest of the 
world has to find some way to settle with us.” 

The Treasury’s consistent policy had been to restore private 
initiative and remove Government controls and interferences for 
the prompt restoration of healthy economic life. To aid the world’s 
commerce and Europe’s need, the financial markets of the United 
States were opened to the whole world. The embargoes on gold and 
silver and control of foreign exchange had been removed, as well as 
the voluntary and informal control of call money and the Stock Ex¬ 
change Loan account. The control exercised by the Capital Issues 
Committee over capital issues had been discontinued. 
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Sinking Fund 

The dollar was at a premium almost everywhere in the world. 
The progressive rise in commodity prices and wages led to con¬ 
siderable public discussion as to whether there existed an inflation 
of the currency, and whether such inflation, if it existed, was a 
cause .contributing to high prices. The discussion led to the intro¬ 
duction in Congress of a resolution requesting an inquiry into the 
advisability of legislation providing for the gradual reduction of 
the currency in circulation. The Chairman of the Senate Commit¬ 
tee on Banking and Currency requested the views of the Federal 
Reserve Board on the subject. The Secretary of the Treasury 
stated: 

I fully concur in the answer of the Board. There is no escape from the 
conclusion that under our system currency can be issued only in response 
to a demand therefor as circulating medium and that such currency is 
automatically retired when it is no longer required as a circulating me¬ 
dium. Currency expansion, therefore, is an effect and not a cause of ad¬ 
vancing prices. The remedy for high prices, as stated in Gov. Harding’s 
letter, is “to work and to save; to work regularly and efficiently in order 
to produce and distribute the largest possible volume of commodities; 
and to exercise reasonable economies in order that money, goods, and 
services may be devoted primarily to the liquidation of debt and to the 
satisfaction of the demand for necessities, rather than to indulgence in 
extravagances or the gratification of a desire for luxuries.” ’ 

The public realized that the Federal Reserve System was the 
biggest factor in maintaining the stability of the country’s busi¬ 
ness, finances, and aiding the market. 

The aggregate amount of Treasury certificates of indebtedness 
issued from the beginning of the war to October SI was $82,706,- 
964,903, bearing rates of interest ranging from 3% to 4j^%, and 
maturing in from one to three months. The Liberty and Victory 
loans issued aggregated about $21,432,924,700. 

Since the Bond-Purchase Fund expired one year after the termi¬ 
nation of the war. Congress provided for the establishment of a 
cumulative sinking fund (Section 6, Act. of March 3, 1919), to be¬ 
come effective July 1,1920. It was calculated that the operation of 
the cumulative sinking fund provision would retire the funded war 
debt of the United States in about twenty-five years, except with 
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respect to an amount equal to the loans to foreign governments 
outstanding on July 1, 1920. This act repealed the old sinking 
fund statutes which had proved unworkable and resulted in 
nothing more or less than a bookkeeping account. The sinking 
fund charges were to be met out of revenues received from 
taxation. 

Reckless wastefulness and extravagance of the people charac¬ 
terized the year. We had become the great creditor nation of the 
world; our debt to Europe had been completely canceled. 

The war being ended, and patriotism being dormant, tended to 
loosen tension in all directions to freely enjoy life. The Capital 
Issues Committee (organized on May 17,1918) had restricted the 
sale of securities, both municipal and corporation. With the sign¬ 
ing of the Armistice it suspended active operations. The bars being 
let down, a vast amount of new bonds, notes, and preferred stock 
issues were tendered for public sale. Bondholders were tempted to 
liquidate Government bonds and substitute other securities. War 
activities of the Government had increased the purchasing power 
of the masses and especially organized labor. Wages were up 50% 
to 300%. The need to economize and save was ignored. Labor de¬ 
manded more, as commodity prices rose. “Then began the process 
of chasing the devil around the stump.” 

While the War Finance Corporation through its Bond-Pur¬ 
chase Pimd was a potent factor, an estimated 10,000 individuals 
' daily disposed of their Liberty bonds. As living necessities com¬ 
pelled and luxuries attracted, subscribers were selling their war 
bonds. Unscrupulous, irresponsible companies and firms adver¬ 
tised their readiness to buy Liberty bonds at unwarranted dis- 
coimts or in exchange for goods. Coupling comment with criticism, 
the country was slowly realizing that the power of production is the 
sole source of material wealth and that free trade has always been 
the policy of the strong, which raises the standard of a communi¬ 
ty. If workers restrict output and employers seek protection by a 
tariff wall, and the prosperous people spend their surplus in 
amusement, the nation’s debt cannot be properly reduced. The 
nation suffered by disregarding the world and its need for credit 
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to buy our products while we brewed our prosperity temporarily 
for our own enjoyment. 

As prices moved to discount levels, the debt moved from indi¬ 
vidual holders to institutional investors, notably banks. Esti¬ 
mated holdings of Government securities by banks represented 
about 12% of the banks’ assets. 

By midyear, instead of the public availing itself of the oppor¬ 
tunity to buy Government bonds at low prices while they were 
gradually being absorbed and transferred to stronger hands, 
voices were raised to the effect that the Treasury had floated issues 
at too low rates for the sake of proclaiming the enviable credit 
rating of the nation. 

In the latter part of the year national banks alone were making 
loans on about 5}4% of the total amount of Liberty bonds which 
the Government had allotted to subscribers. Since the war, an 
estimated $10,000,000,000 had been spent by Americans for for¬ 
eign “investments” of which a large percentage might be regarded 
as of more or less doubtful standing. 

From the beginning of the war to the end of 1919, the lowest 
price level of issues had been: 


Panama and Conversion 3s 

. 80 

Fourth Liberty 4}^s . 

91.S6 

Territorials .... 

. 82 

First 434s. 

: 93.10 

Liberty 3j^s .... 

. 97.20 

Second 434s .... 

. 91.12 

First 4s. 

. 92.20 

First-Second 4J4s . 

. 94.so 

Second 4s. 

. 91 

Victory 334s .... 

. 98.84 

Third Liberty 4Ms 

. 94 

Victory 4^s .... 

. 98.64 


1920 The year was a period of reaction. The preceding year was 
characterized by an unprecedented orgy of extravagance, a mania 
for speculation, overextended business in nearly all lines and in 
every section of the country, and general demoralization of the 
agencies of production and distribution. 

During a period of five years, the course of y?^orld events had 
forced upon this country the greatest expansion it had ever known. 
It was not until the spring of 1920 that it became generally 
recognized that reaction had set in and that the country was pass- 
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ing througii the most acute stage of transition from wartime 
delirium to the more normal conditions of peace. 

In meeting the strain to which our domestic banking system had 
been subjected because of economic and financial changes, which 
always follow a period of great expansion, no resort was made to 
credit curtailment or contraction of the currency. As the year 
closed, business was beginning to adjust itself to new conditions 
and was preparing to proceed on a sounder and saner basis. The 
year will be ranked as one of the most eventful in economic his¬ 
tory. The absence of financial disturbances or money panics was 
regarded as the strongest proof of the efficiency and stability of 
our present banking system, and of its ability to absorb the shock 
and avert the disaster which in other times had overtaken the 
country. 

In periods of transition, when marked changes in business con¬ 
ditions are taking place, there is a disposition to shift responsibility 
for disappointment or misfortune upon the credit system, thus 
magnifying its true function as a regulator of commerce and busi¬ 
ness into the r 61 e of a savior or else a destroyer of industrial 
prosperity. Such conclusions proceed from a superficial and 
inadequate view of the general economic situation and its result¬ 
ant problems. 

Viewed from the standpoint of the volume of commodities made 
available for consumption, the yea!r 1920 was one of plenty. The 
course of prices during the year was extraordinary and the effects 
far-reaching. In the early spring, when production reached its 
post-armistice peak, a downward movement of commodity 
prices had developed in all countries, due to faulty or failmg dis¬ 
tribution. As governmental regulations were relaxed or rescinded, 
demand and consumption were gradually relieved of the control 
exercised through these means. Thus there was unavoidably a 
more and more serious lack of adjustment between the activities of 
producers and the demands of consumers as exhibited in the use of 
their buying power. 

As these changes in governmental policies were coincident with 
overstrained credit conditions and with relative overproduction in 
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many lines, a situation was created wMch initiated readjustment 
in prices and in business practically everywhere. These conditions 
did not originate in the United States, which was one of the last 
countries to feel them acutely and so far only in a much more 
moderate degree than has been the case elsewhere. 

Toward the end of May, in order to discourage applications for 
rediscounts for nonessential purposes, the Board approved an ad¬ 
vance in the discount rates of some of the Federal Reserve Banks 
to 7% for paper of 90-days’ maturity. The Secretary of the Treas¬ 
ury advanced the rate on Treasury certificates of indebtedness to 
5^% for 6-months’ maturity, and to 6% for 12-months’ maturity. 
The Board’s action in authorizing increases in discount rates was 
merely to slow down the immediate tendency toward expansion, 
and not to reduce the total volume of credit available nor to con¬ 
tract the amount of currency in circulation. 


From Feb. 2, 1920 to'Mab. 3,1921 

DAVID F. HOUSTON, SECRETAEY OF THE TREASURY 
(Woodrow Wilson—President) 

According to the Secretary of the Treasury, during the war 
forces were set in motion which no government could or did con¬ 
trol. No government succeeded in checking the rising tide of costs 
and prices. With the return of millions of men to productive activi¬ 
ties and with the fuller contribution of nations once more to the 
world’s stock of goods, reverse forces were set in operation which 
no government could thwart. The need of the exercise of common 
sense, of hard work, of thrift, and of ecoiiomy, private and public. 
Federal, State, county and municipal, was obvious. 

Extravagant spending, high and rising wages and prices, were 
not controlled. Demands of labor for additional wages and undue 
credit e:^ansion persisted. When farm products could not be 
satisfactorily marketed and prices fell suddenly, the impulse of 
many was to turn to the Government. The Treasury had, no 
money to lend or to deposit except for Government purposes. The 
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War Finance Corporation was a war agency and was created to 
help win the war. It had no money of its own. 

Purchases for the Bond-Purchase Fund ceased on June 30, 
1920, and the Sinking Fund, enacted March 1919, pro¬ 

vided for an appropriation to begin functioning July 1,1920, with 
revenues to be received from taxes. 

Secretary Houston commented: 

The maturities of the Liberty Loans and the privileges reserved to the 
Treasury to call the Liberty bonds and Victory notes for redemption 
prior to maturity give the Treasury adequate control over the war debt 
and make it practicable for the Government to follow an orderly pro¬ 
gram of debt retirement, provided adequate revenues from taxation are 
maintained and the Government exercises rigid economy in its expendi¬ 
tures. Apart from maturities of the floating debt, the Government has 
balanced its budget and the current operations of the Treasury are now 
showing a surplus. 

Liberty bonds and Victory notes are selling below par partly because 
many of the people who bought them in a spirit of patriotism found 
themselves after the war was over unable or unwilling to continue to save 
and treated them as spending money, and partly because the war and 
post-armistice conditions have resulted in a world-wide shortage of 
capital and credit which has greatly increased the price of money. People 
who had no thought of selling their bonds were disturbed by agitation 
that the bonds be brought back to par regardless of inexorable economic 
laws which no artificial means could control without working greater 
injury. 

The United States is under no obligation to guarantee holders of Lib¬ 
erty bonds against variations in money-market conditions or to guaran¬ 
tee a market at par for the bonds. The obligation of the Government of 
the United States carries with it no risk whatever. It is certain of pay¬ 
ment. 

The Liberty bond problem is chiefly one of quantity. The holders of 
Liberty bonds who save and hold their bonds as investments will not, in 
the opinion of the Treasury, regret it nor will they suffer by reason of the 
present depreciation in market prices. 


As the public observed the situation: Public sales of Govern¬ 
ment securities were at flood tide. It was not unusual to have a 
fluctuation of 1% a day in Liberty bonds, and fluctuations in some 
transactions thirty days apart were llj^% of the face value. 
During World War I the extreme fluctuation in one year of 
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Fourth Liberty Loan was 9%, compared with the extreme 
fluctuation of 20% in one year during the Civil War of the 
20-year 6s. 

Before the end of 1920, sales depressed market prices to their 
lowest levels. Victory Loan 4^% notes were quoted to yield 
6.70%, commercial money commanded 8%, and certificates of in¬ 
debtedness were pressed for sale to yield from 5%% to 7%%. 
Many corporations were borrowing at high rates to carry their 
holdings of Liberty bonds. That use of bank credit dried up the 
springs which could irrigate the canals of industry. The Comp¬ 
troller of the Currency differed with the high discount rate policy 
of the Federal Reserve Board and the high rates of call money. 
He advocated cheap rates to encourage productive industries and 
to benefit the bond market. 

During the first three months of the calendar year 1920 the 5% 
Bond-Purchase Fund acquired about $80,000,000 bonds monthly. 
The fund was not big enough to be a market factor. After the fund 
had been expended for-the-day, the selling pressure continued. 
Often a corporation would offer for sale more than the fund was 
ready to absorb. Between April 15, 1918, and June 80, 1920, 
when the Bond-Purchase Fund operated, $1,764,896,150 par value 
Liberty bonds and Victory notes had been retired through pur¬ 
chases for that fund, and the price paid, on an average, was slightly 
more than 95% of the par value. In July, the sinking fund was sub¬ 
stituted for the operations of the Bond-Purchase Fund. Selling 
pressure persisted. To reverse the trend, opinion was expressed that 
Congress should authorize the Treasury to draw bonds by lot at 
par every six months without waiting for maturity. That was in¬ 
tended to supplement the Sinking Fund and gratify the specu¬ 
lative instinct of Americans; also provide bondholders a one-in¬ 
eighty chance that their bonds would be redeemed at par within a 
year. Other emotional suggestions for debt retirement were: 

—A levy on war wealth; 

—A lottery loan; 

—Amend the Sinking Fund Act to require calling bonds 
at par instead of acquiring them in the open market. 
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With money rates and market prices moving in opposite direc¬ 
tions, both arrived at their most remote extremes and stood far¬ 
thest apart three years after the First Liberty Loan was floated. The 
low quotation for all Liberty bonds and Victory Notes (except 
First Sj^s and Third 4J4s) was reached in May 1920. The market 
had become saturated with bonds which were being forced upon 
the market for liquidation. The “dewpoint” had been reached. 

The lowest recorded prices for all Liberty and Victory loans, Pre¬ 
war, and Territorial bonds from date of issuance to the end of 1920: 
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1920 
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Philippine 4s 
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Although the flood of liquidation abated somewhat in midsum¬ 
mer, about 18,000,000 original “underwriters” of the Liberty 
Loans were estimated to have sold out to 4,000,000 investment 
buyers. For the country living at too swift a pace, a proposed 
remedy was—“No taxes on necessities, moderate taxes on sav¬ 
ings, and heavy taxes on waste,” thereby putting a premium on 
thrift. 

Taxation caused sales of bonds by large holders to effect de¬ 
ductible losses which would reduce taxable net earnings; also, 
taxation of income from Government bonds caused large individ¬ 
ual investors to substitute other t 3 q)es of tax-exempt issues. 

. Excess profits taxes dampened the desire of industries to in¬ 
crease production. All that was “saved at the spigot was lost at 
the bung.” Bank credit expanded in spite of increased discount 
rates. Congress did not ratify the Peace Treaty and foreign com¬ 
merce was not aided by credits required to increase our exports. 
Isolationist sentiments discouraged capital. 

Labor asked increased wages for decreased production. Assist¬ 
ant Secretary of the Treasury LeflSngwell commented, “GovCm- 



139 
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ment expenditure is at the root of inflation. . . . You can flx the 
price of capital and labor but you cannot make either work for 
that price.” 

Rough^ly, $10,000,000,000 of the national debt represented bor¬ 
rowings for war expenditures and $10,000,000,000 represented 
borrowings to loan abroad. 

The estimated net war expenditures of the United States up to 
June 30, 1920, were slightly over $33,455,000,00(). 

After World War I the public debt was about $250 per capita, 
or 10% of the estimated national wealth. After the Civil War the 
debt was about $80 per capita, or 10 )^% of the national wealth. 

From the time of the Armistice to the close of 1920, an estimated 
$953,000,000 Government loans of different nations and about 
$90,000,000 loans of foreign municipalities had been sold to Ameri¬ 
can investors. 

1921 The sequence of economic, events culminating in the dis¬ 
astrous crisis of 1920 and the functioning of the Federal Reserve 
System [in that emergency were the subjects of an extensive 
study by the Joint Congressional Commission of Agricultural 
Inquiry. Its Chairman reported, 

'There is no legislative pill that will cure the ills of distribution, no 
governmental panacea which can be applied to the solution of these 
problems. The problem is the problem of each of us and of aU of us, and 
the banker as well as the manufacturer and merchant must contribute 
his share in reducing the spread between producers’ and consumers’ 
prices. 

During 1921 there was, until early in December, an almost con¬ 
tinuous decline in the loans and other earning assets of the Federal 
Reserve Banks and in Federal Reserve notes in circulation, while 
at the same time there was a steady and practically continuous 
increase in the gold reserves of the banks. 

Member banks’ loans secured by Government obligations de¬ 
clined from $908,908,000 on December 31, 1920, to $512,520,000 
bn December 28,1921. However, reporting member banks showed 
an increase in their holdings of Government securities, owning 
$1,469,323,000, or $157,137,000 more at the year-end, the increase 
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corresponding to the banis’ holdings of United States notes which 
were first issued on June 15,1921. 

With the discontinuance early in the year of preferential rates 
on paper secured by Government obligations, there was no longer 
the same incentive for member banks to offer to Federal Reserve 
Banks paper secured by Government obligations in preference to 
other eligible paper. Of the total volume of paper under rediscount 
for member banks on December 28, only 41% was paper secured 
by Government obligations. 

The average rate of discount in all Federal Reserve districts 
charged customers by member banks during December 1921 was 
6.27%. It was theoretically desirable that Federal Reserve Bank 
rates should be equal to or slightly in advance of current market 
rates. _ 

From Mar. 4,1921 to Feb. 12,1932 

ANDEEW W. MELLON, SECRETARY OF THE TREASURY 
(Waxren G. Harding, Calvin Coolidge, Herbert Hoover—Presidents) 

From the viewpoint of the Treasury, the year was a period of 
pronounced economy and retrenchment in Government expendi¬ 
ture. An act to create a budget system became a law on June 10, 
1921, and the Bureau was established by the end of the fiscal year. 

During the past year the Treasury made substantial progress in 
the refunding of the short-dated debt. With better distribution of 
the debt and with lower rates for money, the market price of out¬ 
standing Liberty bonds and Victory notes showed marked im¬ 
provement during the last six months. Victory notes touched par, 
while the several issues of Liberty bonds, selling at prices ranging 
from 95 to about 97, had advanced on an average about 10 points 
from the low point reached during the 1920 decline. 

The Secretary stated: 

The increased market prices of Liberty bonds and Victory notes and 
their striking return toward par have supplied the answer to the agitation 
that the Treasury should adopt some artificial means to bring about 
appreciation, as, for example, refunding at a higher rate of interest, ex¬ 
change for legal tender currency, and the like. It has become evident that 
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the decline in Liberty bonds was not due to any defect in the bonds them¬ 
selves nor to any lack of confidence in the Government’s credit, but 
rather to the excess of supply over demand and the high rates for money 
which prevailed as a result of the waste and destruction of the war and 
the consequent scarcity of capital and credit. 

The first offering of Treasury notes, since the Victory Loan, was 
made on June 15, 1921. The notes were for three years at 5^^%, 
and proved immediately attractive to investors, selling at a pre¬ 
mium after the closing of the subscription books. With this pro¬ 
gram successfully launched, the Treasury made a second offering 
on September 15, which notes bore 5J^%, with a maturity of 
three years. 

The growing popularity of Treasury certificates of indebtedness 
made it possible to reduce the interest rate of offerings to 43^% for 
5-months’ certificates and 43^% for 1034-iiionths’ certificates. Of 
$2,450,601,000 loan and tax certificates outstanding on Jime 30, 
the 800 reporting member banks held over $221,025,000. 

During the fiscal year $432,260,550 aggregate par amount of 
Liberty bonds and Victory notes were retired, some by purchases 
for the 5% Bond-Purchase Fund (purchases for that account be¬ 
ing resumed June 7) and by the 23^% Sinking Fund. Of the 
$19,148,948,000 outstanding June 30, 7.41% was owned and held 
by reporting member banks to secure loans. 

The aggregate amount of various securities owned by the United 
States Government, June 30, was $11,326,731,680, (principally 
obligations of carriers through loans to railroads. Federal Land 
Bank bonds, and miscellaneous securities). 

Secretary Mellon commented: 

The increase in population, the enlargement of Government functions, 
the addition of new agencies, the interest on the public debt, and the 
expenditures indispensable in coimection with the disabled veterans of 
the war make it manifest that the ordinary expenses of the Government 
for some years to come will probably be several times those for prewar 
years. It is, then, of vital importance that adjustments be made in our 
scheme of taxation whereby the burden will not fall unduly, either direct¬ 
ly or indirectly, upon any particular class, and at the same time will not , 
seriously interfere with productive industry and the general prosperity 
of the country. ' 
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He directed attention principally to higli surtaxes, the taxation 
of business profits and the estate taxes. 

The money which is taken by estate taxes (up to 25% of the net 
amount of the estate) is, to a large extent, the capital which is in use and 
necessary in carrying on the business of the country, and just to the ex¬ 
tent that the Government seizes upon and takes this capital for its own 
income its loss must be made good out of the thrift and savings of the 
people of the country. When the rate is high and falls heavily in a few 
places, and the amount of capital seized and taken away from certain 
lines of industry is large, the evil effects are very harmful. 

There is no use discussing whether the exemption of State and munici¬ 
pal securities from Federal taxation is wise or unwise, for it is inherent in 
our system of Government and the remedy must be found in a constitu¬ 
tional amendment which good faith requires should be applicable only to 
future issues of such securities. 

The amount of such tax-exempt securities now outstanding is esti¬ 
mated by the Treasury at approximately $10,000,000,000. The exact 
figures seem dfficult to ascertain and much higher estimates are made. 
The amount of new securities of this character issued during the first 
eight months of the present year is said to be $800,000,000. Of the total 
amount of tax-exempt securities now outstanding, approximately 
$2,500,000,000 have been issued by the United States, or under its au¬ 
thority, including such securities as Federal Farm Loan bonds. 

Does anyone believe that if our policy in the past as respects taxation 
had been for the Government to take away from successful effort one- 
third, one-half, or three-fourths of the gains resulting therefrom we would 
have accumulated the wealth which we now possess? Does anyone believe 
that without this wealth when drawn into World War I we could have so 
quickly put forth the marvelous strength which we did and thereby have 
enabled bringing the war to a speedy and successful conclusion? 

Another serious effect of these high tax rates is the destruction of in- 
centive—the drying up of the activities of individuals in trade opera¬ 
tions, with consequent lessening of business transactions, the slowing 
down of production, and ultimately a loss of revenue to the Government. 
There is not much incentive to men to take risks in any line of industry 
when all the risk must be borne by the individual, and, if ultimately 
success comes, a large part of the gain is taken away by the Government 
in taxes. Successful taxation, after all, rests upon a prosperous people, 
not any one class, but the people as a whole. 

Business had been debauched by the war’s artificial prosperity 
and capital was idle when Mr. Mellon took oflSice. 

The unofficial picture confronting the public was. How can the 
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world afford to buy our bigb cost goods? Industry bad slowed 
down, and labor until recently was. demanding bigber wages for 
lighter work. Trade depression was world-wide. Tbe tariff on im¬ 
ports to shield tbe country against foreign competition shut off ex¬ 
ports. In Jalnuary, over tbe President’s veto, by joint resolution of 
Copgress, tbe Secretary of the Treasury was directed to revive tbe 
activities of the War Finance Corporation to assist in financing 
the exports of domestic products. We attempted to establish a 
protective barrier on one hand and an international ei^ort cor¬ 
poration on tbe other. It was a mistake to think we could only 
grow rich by keeping our neighbors poor. 

After more than two years of peace we had accomplished little 
in the way of international cooperation. Congress was confounded 
by postwar dilemmas; politicians opposed cancellation of inter¬ 
allied Government debts when international commerce needed 
that tonic. There was a reluctance to adjust old-fashioned theories 
to the unprecedented international situation. “We were not going 
to ask a cent from our enemies, but we were going to demand the 
last dollar from our friends and Allies.” The Allied debts to us 
were likened to a sick patient doomed to die. Foreign debts could 
only be paid in goods, the receipt of which our tariff prevented. 

Other contemporary disturbances were the propaganda to pro¬ 
vide capital for a soldiers’ bonus, and the provision in the Revenue 
Act of 1921 for a revised tax on undistributed surplus earnings of 
corporations when in excess of the needs of the business. 

Beginning in January, Liberty Sj^s declined against the mar¬ 
ket; their course hastened by the annoimcement of the Federal 
Reserve Banks that Liberty bonds could no longer be used as 
collateral for loans at par, but at the market price. This caused 
liquidation by corporations. In June they reached their low point 
of 86, at which price the yield was 5.19% to their redemption date. 
That the other Government issues maintained their trend upward 
with the premier security going down was attributable in part to 
Government buying in the higher interest-bearing issues. 

The business depression provided idle capital for investment in 
Government bonds. Gradually, under easier money conditions. 
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the market evidenced an absence of sellers rather than an increase 
of buyers. The tremendous volume of outstanding Government 
bonds had served to depress the market price. As the Treasury and 
public institutions became conspicuous buyers, confidence was 
stimulated and the market trend turned upward. 

The Treasury announced, December 14, a new issue of Treasury 
savings certificates, issued on a discount basis at flat prices, instead 
of at prices which increase from month to month. 

During the year recurrent renewals of the floating debt were 
heavily oversubscribed. There was a gradual revival of general 
confidence in the soundness of the Treasury’s program. About 
10% of the war debt was in short-term notes. 

Notably disturbing to small bondholders was the frequent theft 
of coupon bonds and the forgeries of assignments of stolen regis¬ 
tered bonds. The coupon bonds, payable to bearer, when purchased 
at market value in good faith could not be recovered, but the reg¬ 
istered bonds involved a liability by the bank which witnessed the 
endorsement. For protection of bondholders, the Treasury urged 
registration, making restoration possible to the rightful owner when¬ 
ever the stolen bond was presented for transfer at the Treasury. 

Active war had ended with the signing of the Armistice on No¬ 
vember 11, 1918. The Treaty of Versailles (effective January 10, 
1920) was signed on June 28, 1919, with Germany by representa¬ 
tives of the British Empire, France, Italy, Japan, Belgium and 
twenty-one other countries, opposed to Germany in the war. The 
covenant of the League of Nations was embodied in the treaty. 
Clemenceau, the Premier of France, said, “Wilson’s fourteen 
points bore me; God Almighty had only ten points.” On August 
25, 1921, in Berlin, the United States negotiated its own treaty of 
peace with Germany. 

By a proclamation of the President, dated November 14, the 
“state of war between Germany and the United States” was 
declared oflIciaUy ended July 2, 1921. 

1922 This year w;as one of almost continuous recovery from the 
disorganized markets and depressed business conditions resulting 
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from the abrupt price decline of 1920. With a reviving demand, 
prices of many commodities advanced, and higher prices were 
accompanied by larger output and by fuller employment of labor. 
Practically the entire advance in prices took place while the Fed¬ 
eral Reserve loans were declining. At crop-moving time and con¬ 
tinuing to the end of December, renewed demands of business and 
agriculture caused increased borrowings both at member banks 
and at Federal Reserve Banks. A large part of the increase in 
Federal Reserve Bank borrowings during the latter part of the 
year was at the Federal Reserve Bank of New York and was bor¬ 
rowed on collateral notes secured by United States Government 
obligations. Over 97% of the paper rediscounted by the banks in 
large cities during December bore rates of 6% or less. 

At the end of the year Government security holdings of the Re¬ 
serve Banks stood at $458,000,000. 

The Secretary of the Treasury reported the fiscal year which 
ended June 30, 1922, had seen a reduction in the gross debt 
amounting to about $1,000,000,000, a balanced budget showing a 
surplus of over $300,000,000 above expenditures, and substantial 
progress in the refunding of the short-dated debt, which had been 
reduced to manageable proportions. 

Economy and retrenchment in Government expenditures con¬ 
tinued to be the watchwords of the whole Government. On June 
30, 1921, there was still outstanding over $7,000,000,000 of short 
debt, maturing within two years, including nearly $4,000,000,000 
Victory notes and almost $2,500,000,000 certificates of indebted¬ 
ness maturing within one year. The program was to distribute the 
debt into more convenient maturities. The Treasury undertook to 
meet the problem squarely and to finance the maturities on a 
straight investment basis. By October 31,1922, about $4,000,000,- 
000 of the $7,000,000,000 had been retired or refunded. 

In January 1922 the Federal Reserve Banks were authorized to 
purchase, for retirement, up to $100,000,000 Victory notes at par 
and accrued interest, direct from holdfers on or before February 1, 
and the offer to pmrchase 454% notes was extended by successive 



146 Concerning U. S. Government Securities 

authorizations. Provision was also made for acceptance of either 
or 3^% Victory notes in payment of income and profits 
taxes payable March 15. On February 9, the outstanding Victory 
3^% notes were called for redemption on June 15. For various 
offerings of Treasury notes and certificates both Victory 4%% 
and 3%% notes were accepted in payment. 

The popular refunding offering in October of 25-30 year 4M% 
Treasury bonds of 1947-52 was for cash and \n exchange for 4^% 
Victory notes and certificates of indebtedness. The Treasury 
announced its intention to hold down allotments on cash stibscrip- 
tions to $500,000,000 and make full allotments on subscriptions 
for which Victory 4^% notes or certificates maturing Decem¬ 
ber 15, 1922, were tendered in exchange. 

As a result of these operations, all Victory 3%% notes were re¬ 
tired, and the outstanding Victory 4^% notes were reduced to 
$1,658,000,000, of which $753,000,000 were called for redemption 
on December 15, leaving $905,000,000 to mature on May 20,1923. 

The Revenue Act of 1921, which was approved November 23, 
1921, did not become effective as to its most important changes 
until January 1, 1922. It repealed the old excess-profits tax as of 
that date and' as a substitute imposed a 23 ^% additional tax on 
the net income of corporations. 

Secretary Mellon commented: 

The most outstanding avenue of escape from the surtax exists in the 
form of tax-exempt securities. The Federal Government, while denying 
itself the advantage of the exemption from the surtaxes in selling its own 
securities, in effect provides a subsidy at its own expense, to the State and 
municipal Governments, the Federal and Joint Stock Land Banks and 
other agencies issuing tax-exempt securities, through the exemption from 
Federal income surtaxes which these tax-exempt securities enjoy. 

The volume of fully tax-exempt securities is now approaching 
$11,000,000,000, and has recently been increasing at the rate of about 
$1,000,000,000 a year. With these securities available for investment, 
fully exempt from Federal income surtaxes, investors who normally 
would put their surplus funds into productive enterprise are automati¬ 
cally driven xmder the pressure of high surtax rates into investment in 
tax-exempt securities, with the result that the Federal Government loses 
the revenue, business and industry lose the capital, and funds badly 
needed for productive purposes are diverted into unproductive and fre- 
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quently wasteful public expenditure. The Treasury, accordingly, has 
been urging for some time the adoption of a constitutional amendment 
restricting further issues of tax-exempt securities. This amendment would 
apply equally, and without discrimination, to Federal, State and munic¬ 
ipal governments, and would, in effect, put an end to future issues of 
tax-exempt securities, making it possible for the Federal Government to 
tax income from future issues by or under authority of the several States 
if, as, and to the extent that it taxes future issues of Federal securities, 
and, for the State Governments to tax income from future issues of 
Federal securities if, as, and to the extent that they tax future issues of 
their own securities. 

For the year up to November 1, 1922, the Federal Land Banks 
loaned about $219,780,649 to 70,993 farmers, and sold to the in¬ 
vesting public $278,150,000 Federal Farm Loan bonds. The sale of 
bonds exceeded the needs of the banks for lending purposes, and 
consequently those banks repurchased over $69,650,000 face 
amount of their bonds held by the Treasury, which reduced the 
Treasury’s holdings to $113,385,000. During the year, the number 
of Joint Stock Land Banks increased from 26 to 61, with a con¬ 
sequent growing output of their tax-free bonds. 

The campaign inaugurated in December 1921, for the sale of * 
Treasury savings certificates, proved very successful. Receipts for 
the first ten months of 1922 ($118,973,000) were five times greater 
than in the entire year of 1921. 

On June 30,1922, the United States held approximately 45% to 
50% of the world’s stock of monetary gold, as compared with 
about 23% prior to the outbreak of war in 1914. 

. . With abundant idle capital, causing lower interest rates, the 
pubUc witnessed oversubscriptions by speculators to Treasury 
offerings of new Government issues. 

While making pious protestations of thrift by refusing to sanc¬ 
tion appropriations for the Army and Navy, thus reducing both 
branches of service below the limit of safety and eflSciency, Con¬ 
gress proceeded to authorize extravagant gratuities for ex-service 
men, in reception of their vote, and fiddled with the cost of Prohi¬ 
bition which probably half the population did not intend to respect. 

Although we held about 47% of the world’s stock of gold the 
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insistence of politicians for debt repayments in gold signified their 
disregard of inflation, which would cause further underproduction 
and overconsumption. Nevertheless, Congress dreamed of collect¬ 
ing the debt of the Allies to pay a soldiers’ bonus. Political experi¬ 
ments were relied upon instead of sacrificing the tariff barrier to 
provide for the unemployed. Labor leaders prescribed limiting pro¬ 
duction in order to provide work for more men. High taxes on 
large incomes reduced fimds otherwise available for industry. The 
current complaint was that continuing excessive taxation on trade 
would lead to no trade to tax. Of feeble benefit to the bond market 
from high taxes was the reluctance of large bondholders to take 
market profits and pay talxes on that enlarged income. Capital 
accepted less income wages, instead of “striking.” 

By July 1922 the Government bond market had recovered in 
two years all it had lost in the previous three years. The full swing 
of the market between the dates of issuance down to the lowest 
level and back again to the par price, at which all the loans were 
floated, required about five full years. 

In September the net yield to banks from an investment in 
Treasury notes was 4.07%; from Liberty Third 434s, 4.25%; and 
from a commercial 4% loan, 3.54%, after paying the 1234% 
corporation tax. 

Corporations indirectly benefited from continued exemption of 
income tax on the Government bonds they owned. Every new 
Government loan during the past year promptly commanded a 
premium m the open market after delivery of allotments to each 
applicant. The Administration merited no credit for the recovery 
of bond prices close to par. Economic, not political forces, gov¬ 
erned the move. The market advanced when idle capital and 
lower money rates stimulated a real investment demand. The sink¬ 
ing fund was not large enough to be an important factor market- 
wise. It was not created until all Liberty bonds had been floated. 
There appeared to be no sound reason for redeeming war loans in 
advance of their maturity when the necessary funds could only be 
provided by taxation dining a business depression. 

Prior to the official announcement in October of the offering of 
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Treasury 4 J^s of 1947-52 (the first long-term issue since the offer¬ 
ing of Fourth Liberty 4j^s), all Government loans were quoted at 
premium prices. The designation of a 4j^% rate was a market dis¬ 
appointment. The injection of a vast amount of new bonds into a 
sensitive market temporarily depressed the premium prices then 
prevailing for Liberty bonds. Since the Victory 4^% notes com¬ 
manded a premium price in the market, many holders of the notes 
sold them to institutions and dealers, who, in turn, used the 
Victory notes to subscribe for the Treasury bonds in order to ob¬ 
tain desired allotments of the new bonds. 

Redemption, refunding, conversion and exchanges of all the war 
loans continued to recognize the interest cost to the Treasury. The 
initial refunding rate was 4j^%. The average interest rate on the 
■ entire debt reached its highest point in 1921 and 1922. 

1923 This year afforded an opportunity for the Federal Reserve 
System to function under circumstances less influenced by condi¬ 
tions arising out of the war than in any previous year. Economic 
readjustment, so far as the United States was concerned, pro¬ 
ceeded at a rapid rate and was nearing completion. The year was 
characterized by a large industrial output, practically full em¬ 
ployment, a sustained consumers’ demand for goods, and a level 
of prices more stable than in any year since 1915. 

In the banking history the outstanding events were the large. 
increase in the volume of credit and currency provided to meet the 
demands of the country’s business; the considerable inflow of gold, 
and the continued use of a volume of reserve bank credit of over a 
billion dollars that changed little between the opening and the 
close of the year. 

At the end of the year, the United States held an aggregate of 
about $4,000,000,000 of gold. 

Developments indicated that the year 1923, by comparison 
with previous years, attained a considerable degree of economic 
stability. The credit policy of the Federal Reserve System was ex¬ 
pressed not in its discount policy alone, but also in the open mar¬ 
ket operations of the Federal Reserve Banks. 
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The principle laid down by the Board was, 

. . . that the time, manner, character, and volume of open market in¬ 
vestments purchased by Federal Reserve Banks be governed with pri¬ 
mary regard to the accommodation of commerce and business and to 
the effect of such purchases or sales on the general credit situation. 

The purchase of securities in the open market by a Federal Re¬ 
serve B ank places funds in the hands of member banks which they 
may use in the repayment of borrowings from the Reserve Banks; 
the sales of securities, on the other hand, by withdrawing funds 
from the market may lead to additional borrowdng • from the 
Reserve Banks. 

At the end of 1923 the total earning assets of the Federal Re¬ 
serve Banks were $1,211,000,000, or about $115,000,000 less than 
at the end of 1922. This reduction in earning assets was the result 
of a decline of $303,000,000 in United States Government security 
holdings, partly offset by increases of $lO5,OOO,0OO in discounts 
and of $83,000,000 in acceptances. 

Secretary Mellon described the fiscal year as showing more 
complete recovery from the depressed conditions of the year pre¬ 
ceding. He recognized that high taxation means a high price level 
and high cost of living; that a reduction in the income tax reduces 
expenses not only of the 7,000,000 income taxpayers but of the en¬ 
tire 110,000,000 people in the United States. High surtaxes were 
driving capital out of business productive of revenue to the Gov¬ 
ernment. On the other hand, a decrease in- surtaxes to a more 
reasonable amount would ultimately yield more revenue to the 
Government out of the lower taxes than the Government receives 
out of the higher taxes, as there would be less capital withdrawn 
from productive business and placed in municipal and other tax- 
free bonds. He mentioned that a soldiers’ bonus would postpone tax 
reduction for many years, for it could be paid only out of moneys 
collected by the Government from the people in the form of taxes. 

Except for the issue of Treasury bonds of 1947-52, in 

the fall of 1922, all refunding during the fiscal year had been on a 
short-term basis. Through redemptions, exchanges, direct pur- 
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chases and receipts in payment of income and profits taxes, the 
greater part of the Victory notes had been disposed of months be¬ 
fore. On May 7, 1923, the Treasury announced an offering for 
cash of $400,000,000 4^% notes. Series B-1927, with the right 
reserved to issue an additional amount to the extent that 4%% 
notes were tendered in payment. About $65,000,000 Victory 4^% 
called notes, and about $765,000,000 maturing May 20, were then 
outstanding. About $286,000,000 were exchanged for the new issue 
of notes, and the remainder matured May 20. 

Under the terms of the cumulative sinking fund (Act of March 
3, 1919) the fund as established applied only to the retirement of 
boiids and notes issued under the war loan acts and outst and i ng on 
July 1, 1920. The original act was amended by the Act approved 
March 2, 1923, so as to provide that the fund could be applied to 
the retirement of bonds and notes issued after July 1, 1920, for 
refunding purposes, as well as to the retirement of notes and bonds 
issued before that date. During the fiscal year 1923, $284,149,754 
was expended for sinking fund purposes. 

To furnish credits of intermediate maturities to the farming and 
livestock industries, not covered by the short-time credits of the 
Federal Reserve Bai^ or the long-time loans of the Federal Land 
Banks and Joint Stock Land Banks, the Agricultural Credits Act 
of 1923 provided for twelve Federal Intermediate Credit Banks. 
These banks were authorized to make loans for not less than six 
months and not more than three years. 

When Congress provided a Government contribution of 
000,000 capital for Federal Intermediate Credit Banks, public 
comment was that if the farmer is not killed by credit and the 
kindness of Confess, he can still place some faith in God to help 
make his farm run automatically. 

Investors’purchases of Federal Land Bank and Joint Stock Land 
Bank tax-exempt bonds, which were “instrumentalities of the 
United States Government,” did not help the market for taxable 
Treasury bonds. Tariffs, surtaxes, and preferential class legislation 
again disturbed the confidence of business and investors. The inex- 
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orable law of supply and demand was being doctored by devices of 
political legislation. 

Investors noted Germany drifting toward ruin, drugged by de¬ 
graded currency. America’s policy of four years of nominal peace 
resembled waiting-for-tbe-wake; and our Ambassador at London 
remarked, “I don’t know what is going to save the Continent of 
Europe from wreckage.” The rebellion against Prohibition was ex¬ 
pressed in the charge that revenue of probably several hundred mil¬ 
lion dollars annually was being lost to the Treasury, and invest- 
able funds were being deliberately diverted from Government bonds. 

While speculation and extravagance characterized the attitude 
of citizens of the United States, our Allies abroad recognized that 
for many more years they must endure self-sacrifice and frugality 
at home, and' foster their foreign business by keen competition 
against the United States. Congress did not legislate for a ship 
subsidy to help our foreign trade but favored special legislation for 
agricultural interests. 

Great Britain’s war debt to the United States, as embodied in a 
formal proposal of the British Government and the acceptance 
thereof by the United States, dated June 19,1923, was represented 
by $4,600,000,000 62-year bonds, dated December 15, 1922, and 
maturing December 15, 1984; the bonds bearing interest at 3% 
for the first 10 years and 3J4% thereafter. The privilege of tender¬ 
ing Liberty bonds, which would be accepted at par by the United 
States Treasury, was intended to provide the market with a Brit¬ 
ish buyer at discount prices. The first semi-annual payment on 
account of interest in the sum of $69,000,000 was made in Liberty 
bonds on June 15. Virtually all of the bonds were purchased by the 
American agent for the British account in the open market. This 
transaction did not affect market quotations, since the purchases 
were not recorded officially or published as quotations on the Stock 
Exchange. The purchases for British account and purchases by the 
Treasury for sinking fund account created a market support. 

It was the deternaination of Congress to exact full payment of 
our loans and the foreign credits expended in this country from 
which we obtained vast profits at a time when we could not help 
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our Allies by any other means. We had as yet received no discerni¬ 
ble benefits from current debt payments. We were impoverishing 
our customers abroad who were being bled instead of fed, while the 
surplus food and manufactured surplus products of American 
origin accumulated. Although it was perilous for prices and wages 
to increase without creating additional consumption. Congress¬ 
men adhered to debt collection and tariff barrier policies. 

Banks realized that greater profits would accrue from operations 
in long-term rather than short-term Government securities, and 
virtually every bank in the larger cities sponsored affiliated cor¬ 
porations and bond departments to operate as dealers. Instead of 
increasing the distribution among individual investors, that in¬ 
creased the concentration of bonds among banks. National banks 
alone owned $983,538,000 Liberty bonds on June 30, 1923, com¬ 
pared with $317,497,000 at the same time in 1921. On December 
17, 1923, national banks had pledged for rediscount about 
$257,500,000 Liberty bonds, exclusive of Treasury notes aud 
certificates of indebtedness. 

During the first week in October, the Liberty bond market 
broke 1% below the level of the previous week. The principal 
factors entering the situation were a recognition of the future effect 
of the proposal to pay a soldiers’ bonus of over $3,800,000,000, of 
which only about $1,000,000,000 was likely to be met by taxation; 
the prevailing high rate for money; anticipation of the issuance of 
about $50,000,000 Federal Land Bank 4%% bonds; declining 
bank deposits, and the invisibility of the horizon concerning the 
Administration’s policies. 

For the year about 35% of the Government’s total expenditures 
were for interest and sinking fund. 

Between January 1 and December 1, various States and munici¬ 
palities issued $988,007,085 tax-free, long-term securities. During 
the same period. Federal Land Banks issued $232,895,000 and 
Joint Stock Land Banks issued $158,400,000 tax-free'bonds. 

1924 The Federal Reserve Board reported that during the 
calendar year business and industry, as a whole, were less active 
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than in the previous year. Increased output in certain basic in¬ 
dustries early in the year resulted in a larger volume of production 
than could be currently marketed at prevailing prices, with the 
consequence that stocks accumulated, prices receded, production 
was sharply curtailed, and there was a decrease in employment. 
Financing of agricultural exports, as well as of other raw materials 
in large volume, was facilitated by the flotation in the United 
States of an unusually large amount of foreign loans, which in¬ 
creased the buying power of foreign purchasers in our markets. At 
the end of 1924, as a result of a readjustment in prices and the iih- 
provement in the world market for agricultural products, there 
was a better balance between industry and agriculture than at any 
time in more than four years. 

Decreased industrial activity, accompanied by lessened employ¬ 
ment and smaller pay rolls, resulted in a diminished demand for 
hAnd-to-hand money, and as currency released from circulation 
flowed into the. member banks, it increased the volume of their 
funds available for lending. Further additions to the supply of 
funds arose from gold imports. Member banks used funds arising 
from these two sources to repay their borrowings at the Federal 
Reserve Banks. 

During the first seven months, purchases of United States Gov¬ 
ernment securities in the open market steadily increased and 
carried the holdings of these securities by the Reserve Banks from 
$133,000,000 at the close of 1923 to over $505,000,000 at the end of 
July 1924. The funds thus placed in the market were used by 
member banks in the repayment of their borrowings and resulted 
further in a reduction of the acceptance holdings of the Reserve 
Banks. 

A factor in the increased demand for Reserve Bank credit in the 
latter part of the year was the demand for gold for export. A large 
part of these exports went to Germany and were made possible by 
the flotation of a loan imder the Dawes plan for reparations. To 
the extent that dollar credits created in the United States through 
foreign borrowing were used to withdraw gold, they made it possi¬ 
ble to increase the actual gold reserves of foreign countries and to 
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utilize for monetary reconstruction a portion of the gold which 
during recent years had come to this country as the result of dis¬ 
organized conditions abroad. With the actual resumption of gold 
payments in certain countries and the stabilization of purrencies 
with reference to gold in many other countries, the year 1924 was 
one of definite progress toward the reestablishment of the inter¬ 
national gold standard. 

Discount rates at the Federal Reserve Banks, which had been 
uniformly at all the Reserve Banks during the early months 
of 1923, were reduced between May and the middle of October 
1924, to a level ranging at the different banks from 3% to 4%. 

At the time when there was a recession in industrial activity, the 
attitude of the business community was hesitant, and there was no 
evidence of the growth of speculation; open market purchases 
served to build up a portfolio of securities and to increase the pro¬ 
portion of outstanding Reserve Bank credit under the direct con¬ 
trol of the Federal Reserve Banks. By these purchases the Re^ 
serve Banks placed themselves in a position, through the subse-' 
quent sale of securities in case it should become desirable, to cause 
member banks to discount and to bring a larger part of the out¬ 
standing Reserve Bank credit under the influence of the discount 
rate. Thus, during 1924 both the discount and open market poli¬ 
cies pursued by the Federal Reserve Banks, taken as a whole, were 
approved by the Board, and, “with a view of accommodating com¬ 
merce and business,” the basis provided in the Federal Reserve 
Act for discount policy and adopted by the Board as the priaciple 
for the conduct of open market operations. 

On December 31 there were 9,587 member banks in active oper¬ 
ation in the Federal Reserve System. Of this number 8,043 were 
national banks and 1,544 were State banks and trust companies. 
The aggregate resources of all member banks were $38,987,000,- 
000. The resources of national banks amounted to $24,369,000,000 
and those of State member banks to $14,618,000,000. 

During the year 759 bank suspensions were reported, of which 
nearly 80% were nonmember banks. The capital and surplus of 
closed nonmeniber banks amounted to $24,636,000, or 59% of the 
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aggregate for all closed banks. The largest number of suspensions 
in any one district was 299 in the Minneapolis district. 

The Secretary of the Treasury reported: 

A review of the past four years shows it was a period of readjustment 
in both Government finances and general economic conditions, and of re¬ 
construction on a more substantial basis. Various theories inconsistent 
with economic laws have been advanced and urged as remedies to this or 
that feature of our system, according to the slant or obsession of the 
particular theorist. The sober judgment of a great majority of our people 
has in the election just passed (November 1924) repudiated these theo¬ 
ries and expressed itself in favor of a constructive and orderly program of 
handling our governmental affairs. It is only through hard work, econ¬ 
omy, and sound policies that we have a right to expect true progress. The 
urgent need is for constant guard against additional undertakings or out¬ 
lays which might interfere with the orderly program of debt retirements 
or make additional taxes necessary. The problem, therefore, now is not so 
much one of tax reduction as of tax reform. 

The attention of Congress should be directed principally to the ex¬ 
cessive surtax rates and the confiscatory estate tax rates. The gift tax is 
unworkable and hampers legitimate business. The publicity provision in 
the revenue law, in my opinion, is a mistake of policy and will be detri¬ 
mental to the revenue. Taxation should not be used as a field for a 
socialistic experiment, or as a club to punish success, but as a means of 
raising revenue to support the Government. . . . 

The purpose of taxation is to raise money, not only in the particular 
year in which the tax is assessed, but to leave the source from which the 
revenue is derived permanently unharmed, so that similar taxes in follow¬ 
ing years will produce adequate revenue from this source. . . . 

Any tax which materially lowers values destroys itself. ... So long as 
the individual feels that he can pay the tax and still leave an estate to his 
family, he will increase his efforts; but, if he finds that by reason of ex¬ 
cessive taxation the results are not commensurate with the effort, he will 
probably cut doWn his production and the general wealth of the country 
will be diminished accordingly. A man will not seek to build up a large 
fortune just to have it taken away from his family at his death. 

The Secretary commented further, 

If every citizen had subscribed to the Government war securities in the 
proportion of his tax payments to total tax collections, the process of 
financing the war in part by loans would have been a useless expense 
because m that event the Government would return to each individual in 
debt payments just the amount it collects from him in taxes. 

The Secretary considered the gift tax provision as adopted by 
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Congress an excellent illustration of the futility of trying to pre¬ 
vent avoidance of excessive taxes. “Something is wrong with our 
tax policy if legislation such, as this is necessary to make the collec¬ 
tion of revenue effective.” The Revenue Act of 1924 required that 
the names and addresses of all taxpayers be open to public in¬ 
spection, with the additional requirement that the amount of tax 
paid by each be also open to inspection, although the Secretary 
regarded such publicity as wholly unnecessary. 

During the fiscal year the gross public debt was reduced 
$1,098,894,375; (1) by application of the sinking fund and other 
public debt charges against ordinary receipts; (2) a reduction in 
the general fund balance; and, (3) the use of the entire surplus of 
$505,366,986. The annual interest charges on the debt represented 
by this reduction were equivalent to over $45,000,000. 

Secretary Mellon’s report emphasized the wisdom of retiring the 
unscientific national bank note circulation by calling the bonds 
which secure circulation, notwithstanding the possibility of having 
to pay an increased rate to refund them. He reasoned: 

1. A bond-secured bank note is inelastic and unresponsive to the needs 
of business and 'commerce. 

2. National bank circulation is no longer necessary in view of the 
ability of the Federal Reserve Banks to issue Federal Reserve notes 
when needed. 

3. It was contemplated by the framers of the Federal Reserve Act that 
national bank circulation should ultimately be retired. 

4. It is the general policy of other nations to have aU currency issued 
by the Government itself or by central banks of issue. 

5. Its retirement would simplify our currency system. 

6. The value of its privilege to national banks is more sentimental 
than material. 

The subject of collecting the Allied debts caused frequent public 
discussion. Mention of the Alabama Claims was resurrected. 

In lieu of a full cash bonus to soldiers, a 20-year insurance pro¬ 
gram was adopted. A plethora of cheap money caused a gradual 
business recovery. Secretary Mellon faced the necessity of devis¬ 
ing a new tax program to replace the taxes hastily imposed during 
the war. 
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Taxes still dampened industrial incentive and enterprise, al¬ 
though call money was 2%. High wages, high cost of necessities, 
and the tariff barrier continued to handicap commerce. The agri¬ 
cultural industry suffered while organized urban labor indulged in 
luxuries. Retail prices and farm land values were high, while raw 
material prices were low. 

Government bonds continued moving to strong corporations. 
Banking institutions would have welcomed new issues if the 
Treasury needed funds. Over $2,287,000,000 Liberty bonds had 
been redeemed up to January 1924. 

Up to June 30, 1924, the Treasury’s sinking fund had made all 
of its prescribed purchases of bonds and notes, totaling $1,117,- 
152,000, at an average cost price of 99.21. Therefore, during the 
fiscal year 1925, beginning July 1, $310,000,000 more could be 
acquired at an average price of 102.82 without raising the average 
cost of all acquisitions above 100. 

There was criticism that the sinking fund retirement of the 
Government debt prevented a reduction of taxes which, in turn, 
handicapped business, and that economy in Government expendi¬ 
tures would be more commendable than rapid debt reduction. As 
banks received funds from redeemed Government bonds, their re¬ 
maining earning assets were no substitute to meet expenses and 
dividends. Bankers also criticized purchases of Government se¬ 
curities by the Federal Reserve Banks and the Treasury while 
money rates were low and idle funds redundant. 

Contrary to the Treasury policy, municipalities disapproved 
any restriction upon issuing tax-exempt bonds. To prevent a com¬ 
paratively few rich investors from obtaining tax-exemption on 
holdings of municipal bonds bearing low interest rates. States 
would have to surrender to bureaucratic control of a centralized 
Government. The Secretary of State had stated in 1910, 

To place the borrowing capacity of the State or of its governmental 
agencies at the mercy of the Federal taxing power would be an impair¬ 
ment of the essential rights of the State. 

The oflScial announcement of the Secretary of the Treasury, 
dated October 15, called the 4s of 1925'for payment on February 2, 
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1925. This was the initial step in a program which contemplated 
the retirement of all bonds bearing the circulation privilege. 

With the issuance in December of the 20-30 year Treasury 
4% bonds of 1944-54, the Treasury discontinued its practice 
of revolving one series of short-term notes into another as 
each matured. The readjustment of the market to this new issue 
was conspicuously moderate. The opportunity was afforded 
holders of Third Liberty 434® to refund their bonds into a long¬ 
term loan. 

« 

At the year-end all Liberty bonds and notes were thoroughly 
absorbed and quoted at prenoium prices. In no other securities was 
there invested such a vast amount of temporary, idle, commercial 
money. The individual investor was no longer depended upon to 
reabsorb the holdings of the country’s largest institutions. 

While one dealer’s transactions in Government bonds approxi¬ 
mated $30,000,000 daily, about $2,686,000 was the average 
amount traded daily during the year on the New York Stock 
Exchange. 

YIELDS ON U. S. GOVERNMENT SECURITIES 
FOR THE lO-YEAR PERIOD, 1915-1924 




160 Concerning U. S. Government Securities 

1925 The Federal Reserve Board reported that the year’s out¬ 
standing financial developments were the large volume of produc¬ 
tion and trade financed by the banks of the country and the 
progress made in restoring monetary stability throughout the 
world. 

In the absence of provisions for an elastic currency or of ample 
gold reserves, the combined demand during 1925 for currency and 
gold would have imposed a serious strain on the credit structure of 
the country and would have made it necessary for banks to reduce 
their loans to borrowers. Under the Federal Reserve System, how¬ 
ever, the Reserve Banks in 1925 were able to make available to 
member banks the additional credit needed to meet domestic 
financial requirements and, at the same time, to pay out reserves 
in meeting the demand for gold for export. 

During the year there was a growth of speculative activity in 
the security market and in some localities in real estate but there 
was no evidence of speculation in the commodity markets. 

The large volume of business and financial activity was re¬ 
flected in a growth of member bank credit that carried loans and 
investments of member banks at the year-end to over $31,000,- 
000,000, a larger total than at any previous time. 

In 1925, 146 member banks with deposits of $67,264,000 sus¬ 
pended operations, also 466 nonmember banks with deposits of 
$105,636,000. Most of the suspended banks were small institutions 
and most of them were located in small centers. 

As the Treasury reviewed developments: Although business 
activity had been accelerated, the credit situation remained in a 
healthy condition and unsound expansion had been avoided. Due 
to the increase in business and the exports of gold, money rates 
advanced from the unusually low level of 1924, and the wide 
spread between long-time and short-time rates was reduced. Se¬ 
curity prices continued to advance, reflecting, in part, the in¬ 
creased earnings of corporations and, in part, the gradual return to 
a lower yield basis. This advance was also aided by the prospect of 
tax reduction and reform. The Government’s program of debt re- 
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tirement was a material factor in bringing about tbe improved 
credit conditions and the prosperous condition of industry. 

Nearly three-fifths of the Federal tax receipts came from the in¬ 
come tax, while in prewar days-practically the entire tax income 
came from customs and miscellaneous internal revenue. Prior to 
the war about two-thirds of the income from internal revenue 
came from alcoholic beverages (now negligible), and the predomi¬ 
nant place has been taken by tobacco. The latter tax: yielded 
$345,000,000 in 1925, compared with $88,000,000 in 1916. 

The aggregate par amount of securities floated during the year 
was $1,882,167,000, at an average annual interest rate of 'p.55’1%. 
The average interest rate paid on the entire debt declined from 
4.21% to 4.14%. The average interest rate borne by certificates 
offered in the fiscal year was 2.9%. 

The Adjusted Compensation Act (May 19, 1924) provided for 
an appropriation on the 1st of January in each year to the ad¬ 
justed service certificate fund of an amount based upon actuarial 
tables, which, if kept invested at 4% compounded annually, would 
be sufficient to pay the face value of the adjusted service certifi¬ 
cates upon their maturity in twenty years or upon prior death of 
the veteran. The Secretary of the Treasury was authorized to in¬ 
vest and reinvest the moneys in the fimd in interest-bearing obli¬ 
gations of the United States and to sell these obligations for the 
purposes of the fund. 

The first appropriation for the adjusted service certificate fund 
was made by the Deficiency Act of December 5,1924, and became 
available on January 1, 1925. Inasmuch as the Government se¬ 
curities outstanding on January 1 did not meet the exact require¬ 
ments of the fund, the only feasible way of handling the investment 
was to sell securities direct to the fund. The Secretary of the Treas¬ 
ury, therefore, invested $100,000,000 in special 1-year certificates 
and 5-year Treasury notes, both securities bearing interest at 4%. 

On June 30,1925, the interest-bearing debt was about $20,000,- 
000,000. The Secretary stated; 

The sinking fimd and the provision of law that repayments of principal 
of foreign loans shall be used to retire debt are a part of the contract be- 
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tween the United States and the holders of its obligations. This com¬ 
bined buying power of 400 to 500 million dollars a year alone provides for 
the gradual and orderly retirement of the debt and is pretty good 
assurance that Government bonds will not again seriously depreciate. 

While the soldiers’ bonus does not^reduce the debt, it has the effect of 
postponing the date at which a portion of the Government’s obligations 
must be met. The bonus is 20-year endowment insurance, and the amount 
paid into the bonus fund is the annual premium which under actuarial 
tables is necessary to provide the probable maturity values of the certifi¬ 
cates upon the expiration of twenty years, or upon earlier death of the 
veteran. This premium is a part of governmental expenditures. It is re¬ 
quired that the premium be invested in United States securities. Instead 
of taking cash and going into the market and buying our own securities, 
the Treasury adopted the policy of selling to the fund Government 
obligations in a form to meet satisfactorily the actuarial requirements of 
the fund. Upon the maturity of most of the certificates, say, in 1944, 
there will be in the fund something like two and one-half or three billion 
dollars of Government securities, the sale of which to the fund during the 
20-year period gives the Treasury money to retire a like amount of 
securities in the hands of the public. In 1944, then, it will be necessary for 
the Treasury to refund the securities in the fund by the sale of new se¬ 
curities to the public to provide the cash necessary to pay the maturity 
value of the certificates. So the bonus will in effect postpone during the 
20-year period the necessity for meeting two and one-half or three billion 
dollars of Government obligations until 1944. 

According to the statistics of income for 1925, the total amount 
of tax-exempt securities reported in returns by individuals was 
$5,041,000,000. The income received from these securities 
amounted to $230,000,000. If those securities had been fully taxa¬ 
ble, the revenue to the Government would not have been in excess of 
$11,000,000. (The tax-exempt bonds of the Farm Loan System, vir¬ 
tually all issues commanding premium prices, attracted investors 
who recognized the bonds were sponsored by the Government.) 

Secretary Mellon reported: 

The management of the public debt is a much bigger job than the mere 
utilizing of funds for debt retirement as they become available for that 
purpose.... The Treasury knows with substantial accuracy how much of 
the debt should be retired each year and how much must be refunded, 
with a varying margin of possible retirement or refunding. It also knows 
how much of the debt ultimately should go into long-term bonds, and 
how much should be turned over in short-term obligations. The determi¬ 
nation of the character of the secmities to be issued depends oh the 
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maturities which are desirable from the standpoint of the Treasury, and 
upon the cost of the different types of financing. This fixes the character 
of the issue, whether certificates of one year or less, notes up to five years, 
or bonds up to any maturity, or a combination of any of these issues.. . . 

Due to their high degree of security and wide market, certificates of 
indebtedness yield a lower rate than commercial paper of the same ma¬ 
turity, and even a slightly lower rate in general than bankers’ accept¬ 
ances which have shorter maturities. Since about the beginning of 19££ 
the commercial paper rate and the yield on certificates have maintained 
a fairly definite relationship to one another. 

On the other hand, there has been an increasing spread between the 
yield on Government bonds and the yield on other bonds as represented 
by an index of the yield of 60 high-grade bonds with long maturities. The 
yield on Government bonds at present is more than 34% below the yield 
on the 60 high-grade bonds. . . , 

The Treasury must fix its rates on new issues of securities in harmony 
with market rates.. . . The factors which it must take into consideration 
in floating a new issue are practically the same as those which must be 
considered by an investment banker in floating issues for his clients. All 
Government offerings are made on a strict investment basis. The Treas¬ 
ury always aims to sell its securities at the lowest possible interest rate 
consistent with their successful distribution among investors. The Gov¬ 
ernment can no longer appeal to the public to purchase its securities at 
lower-than-market rates on the ground of patriotism; its securities must 
be placed on the market on a purely competitive basis. 

The public entertained the opinion that the Treasury had little 
control over the supply and demand market. In February, the 
New York Federal. Reserve Bank increased its discount rate from 
3% to 334 %> which still left that rate as the lowest in the world 
for money. Financiers and economists abrojtd inquired. 

What is the discount policy of the Federal Reserve System? There is 
none,' that we can discern. The System lost control during the war; it 
made subsequent effprts to restrict credit at a time when money and 
credit were not increasing. It failed to ration credit as an alternative to a 
rise in money rates and it evidenced that both the rise and fall in dis¬ 
count rates were brought about too late. 

Irrespective of the opinions of distant observers, our banks were 
enjoying so much more comfort, which directly and indirectly 
should be attributed to our Federal Reserve System, that no 
apologies or excuses were needed to be advanced for its accom¬ 
plishments to date. 
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Lower money rates and further tax reductions were expected to 
stimulate the market for Government securities. The country in 
general was described as overcapitalized, overindulged, overtaxed, 
if not overorganized, while business waited for remedial legislation. 
Congress had drifted from reflecting public opinion. Our fofeign 
policy continued to be inconsistent. Economic welfare was sub¬ 
ordinated to politics regarding Allied debt payments. America 
loaned the Allies goods and should expect to be repaid with goods. 
President Coolidge favored adjustments of the debts, so-called, 
but not cancellation. He casually remarked, as an unofficial state¬ 
ment in connection with his message to Congress, “They hired the 
money, didn’t they.? Let them pay it.” The surrender of tax reve¬ 
nue from wines and spirits under Prohibition was estimated to 
exceed all the annual debt payments claimed from foreign nations. 

On February 2 the 4s of 1925 were redeemed, leaving the Consol 
2s and Panama 2s the only bonds outstanding bearing the circula¬ 
tion privilege. 

On March 5 the Treasury offered an additional amount of 
Treasmy 4s of 1944-54 for cash at a premium of 3^%, and in ex¬ 
change for maturing notes and certificates. These bonds were 
identical in aU respects with the bonds offered in December 1924. 

On November 25 the Treasury announced it would receive 
tenders and purchase $50,000,000 Third Liberty 434s if offered be¬ 
low or at 10134' That was the first opportunity granted the public 
to cooperate directly with the Treasury. Previously, the Treasury 
made a practice of buying through the New York Federal Reserve 
Bank for the sinking fund, frequently paying commissions to 
brokers when dealers would have performed without a commission. 

1926 The Federal Reserve Board reported the year was one of 
exceptionally large output by the country’s factories, mines and 
farms; of orderly distribution of commodities through the channels 
of trade; of declining price level, and of sustained demand for 
merchandise by consumers. The large volume of business activity 
was accompanied by a gradual rise of bank credit outstanding to 
the highest level on record, an increased flow of savings into in- 
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vestment channels, and a continuous decline in long-time money 
rates. There was practically no unemployment. 

Investment funds were abundant during the year, arising out 
of the savings of the people and the large earnings of corporations, 
and capital issues were in larger volume and were issued at lower 
rates than in any other year since the war. Short-term money 
rates, on the other hand, were somewhat higher during the larger 
part of the year. 

The credit policy of the Federal Reserve System was to main¬ 
tain the discount rates at the Reserve Banks unchanged at 4%, ex¬ 
cept for adjustments at the New York bank, and to continue the 
System’s open market investments with relatively small fluctua¬ 
tions, near the level prevailing at the opening of the year. 

The outstanding changes in the condition of member banks as a 
whole in recent years had been in the direction of a larger propor¬ 
tion of long-term investments and of loans on securities and of a 
corresponding increase in the proportion of time deposits, as com¬ 
pared with deposits payable on demand. An important outcome of 
these developments in the character of the business of member 
banks had been a decrease in the proportion of the banks’ assets 
that were eligible for rediscount with the Federal Reserve Banks. 

The total volume of eligible paper in the hands of member banks 
on June SO, 1926, amounted to about $4,900,000,000, and, in addi¬ 
tion, the banks held $2,850,000,000 of United States obligations 
available as security for borrowing at Jhe Reserve Banks on 
collateral notes, so that the aggregate amount of borrowing from 
the Reserve Banks possible for member banks on the basis of their 
assets at the year-end was more than $7,500,000,000. This 
amount was about ten times as large as total borrowings from the 
Reserve Banks at any time in the past five years and more than 
two and one-half times as large as total discounts at their maxi¬ 
mum in November 1920. 

Legal reserve requirements against time deposits were 3%, 
while against net demand deposits they ranged from 7% to 13%. 

The changing character of the business of member banks in re¬ 
cent years had been characterized by an increased use of their re- 
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sources in long-time investments and in loans not arising out of the 
current requirements of trade and industry. This development 
represented a departure from the original conception of the Fed¬ 
eral Reserve banking system as of a cooperative undertaking 
among commercial banks engaged primarily in the financing of the 
current operations of productive industry and trade. 

Gold movements into and out of the United States were in the 
aggregate amount smaller in 1926 than in any other year since the 
establishment of the Federal Reserve System, with the exception 
of the period of the gold embargo in 1918-19. 

The number of bank suspensions during the year, including all 
classes of banks, was 956 with deposits of nearly $275,000,000. The 
banks that suspended during the past three years were for the 
most part nonmember banks. The causes of the failures were for 
the most part not in current developments in 1926, but dated back 
to conditions that had existed for a long time and to developments 
of the past six or seven years. One fundamental cause of bank 
failure had been that in many communities, especially in small 
ones, there were more banks than could profitably engage in the 
local banking business and many of these banks had insufficient 
capital. 

The Secretary of the Treasury' reported for the fiscal year the 
country’s continuing prosperity. The land boom in Florida sub¬ 
sided without serious injury. The high earning power of the people 
was indicated by increases in sales during the year of many ar¬ 
ticles once considered luxuries. Yet with all this spending, savings 
accounts increased, and more life insurance was being written. 

The increase in installment-plan buying caused much discus¬ 
sion. Installment purchases increase the immediate consumptive 
power of the public and thus permit large production and full em¬ 
ployment to continue. Theje are, however, two elements of weak¬ 
ness; the purchaser should be careful that the article which he 
acquires on credit has a real and permanent value and that he does 
not tie up too much of his future earnings for his present enjoy¬ 
ment. Secondly, if demand should decline there is danger that to 
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stimulate further consumption the terms of payment may be so 
lightened as to make the credit unsound from a banking stand¬ 
point, and the finance companies and the banks thus become 
holders of large amounts of slow or uncollectible piaper. 

Government expenditures have been kept down,- and the financial 
structure of the Government is in excellent shape. We have become a 
‘‘creditor’’ nation. We are owed more than we owe. If a foreign loan is 
productive (so the debtor can repay the principal, the interest, and make 
a profit for itself)—then I think foreign loans are sound. 

Since 1920 the Treasury had a surplus each fiscal year. The sug¬ 
gestion was made that expenditures of the Government could be 
decreased by altering the sinking fund provision and the use of the 
proceeds’of repayments of foreign loans. These provisions were 
adopted by Congress during and after the war, and on the faith of 
them every Government obligation sold by the Treasury since 
that time has been t|iken by the American people. Secretary 
Mellon stated, 

I need not again express my opinion that the United States will never 
repudiate a contract which it has made with the purchasers in good faith 
of its securities. Aside from the ethics of such repudiation, which is con¬ 
trolling, business sense demands an early retirement of the national 
debt.. . . This country can afford to pay off its debts without undue bur¬ 
den upon its taxpayers. Its history has always been prompt extinguish¬ 
ment of its war debts. It is ready for the next emergency when it comes. 
The time to repair your roof is in good weather, not when it is raining. 
The time to pay your debts is when you can. 

Secretary Mellon regarded the Federal Reserve System as one of 
the most important factors in the effort toward world stabiliza¬ 
tion. When England decided to tie its currency to gold and to re¬ 
establish the pound upon a gold basis at its former value, it meant 
that the old standard for financial transactions was to continue 
and that America was not to be left holding the world’s supply of 
a metal for which other nations were seeking a substitute. 

The Revenue Act of 1926 accomplished many of the reforms 
which the Treasury believed the tax system needed. Personal 
exemptions were increased, thus freeing from tax about 3,400,000 
taxpayers in the lower income brackets. It was the third reduction 
in the tax burden since the end df the war. 
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During the fiscal year the debt was reduced by $872,977,572 
through retirements chargeable to ordinary receipts, the applica¬ 
tion of the entire surplus, and a reduction in the general fund 
balance. 

Professional and individual investors as a class commented that 
while refunding issues were sold by the Treasury at premium 
prices, the bond market was being treated to temporary manipula¬ 
tion. Banks were purchasing bonds for secondary reserves, while 
the public’s overuse of credit was stimulating general speculation. 
However, as the Treasury collected taxes producing an annual 
surplus which was applied to debt reduction, and as each refund¬ 
ing loan was marketed at lower and lower yields, the public 
queried, ^‘Who is going to buy them.?^” The Secretary could have 
replied (but didn’t)You are going to, out of the taxes you pay 
and the surplus I collect. The Treasury is'going to buy bonds for 
you, only you will not own them. They will be canceled. 

At the time the credits for the Allied nations were authorized, 
which American citizens provided by taxes and by their purchases 
of Liberty bonds, members of Congress expressed views that— 
“Possibly we will not get our money back. We care not so much if 
we do not if American lives be preserved by the grant of the 
money.” Now, Congressmen and prejudiced people wanted the 
credits repaid. A prominent Senator proposed that our Allies 
forego the consumption of native luxury products and remit their 
equivalent values to the United States. How ? — in what form of 
foreign exchange—the Senator did not explain. The reaction of the 
foreign press was captioned, “The Pound of Flesh”—“USury”— 
“Uncle Shylock.” 

To the extent that our creditors abroad liquidated their debts, 
they were unable to buy our products. To receive $160,000,000 
debt payment from Great Britain alone during the current year 
meant diverting that purchasing power to our debt reduction 
which was of no material benefit to the average citizen. Secretary 
Mellon’s expressed opinions were, “The farmer or the laboring 
man would rather have a market for our surplus in Europe than 
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save a dollar of Federal taxes. The entire foreign debt is not worth 
as much to the American people in dollars as a prosperous Europe 
as a customer.” 

Congressional legislation typified political objective more than 
economic wisdom. “One of the greatest dangers which now con¬ 
fronts us is the increasing readiness of would-be-reformers to rely 
on authority rather than on public sentiment for securing their 
ends.” Attempting to enforce Prohibition by the Coast Guard 
(“Rum Navy”) and by internal revenue forces cost approximately 
$40,000,000, on the basis of the year’s appropriation. Regulatory 
legislation by Congress, instead of freedom of individuals to act 
in their own way, was the fundamental reason why all American 
traditions of self-government had more to fear from law-makers 
than from the law-breakers. 

As farm land values declined below appraised values, farmers, 
having borrowed more than farm income could support, suffered 
mortgage foreclosures, saying, “now you farm awhile.” 

On March 8, the Treasury announced an offering of $500,000,- 
000 Treasury 3%% bonds .of 1946-56 for public subscription 
at 100)^. That issue viAually refunded $121,750,000 Liberty 
Third 43>^s which were volimtarily tendered for sale to the Treas¬ 
ury, and also refunded such part of the maturing March 15 
notes as was not redeemed with available Treasury funds and tax 
receipts. Through this operation the national debt structure was 
reduced by about $237,000,000—$737,000,000 old short-term Gov¬ 
ernment securities being withdrawn from the market and about 
$500,000,000 new long-term Government securities being injected 
into the market. It was a very successful refunding operation. 

For the fiscal year 1926, the entire sinking fund appropriation 
was applied to the retirement of Third Liberty 434s. From June 
30, 1921, to June 30, 1926, the sinking fund account had pur¬ 
chased $1,740,552,550 bonds at an average cost per $100 bond 
of 99.753 plus accrued interest. 

As expressed by the Under Secretary of the Treasury: 

Just after the close of the war the Treasury was spending at the rate of 
a billion dollars every two weeks. In seven years since 1919 to 1926 the 
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debt has been reduced 23%. In seven years after the Civil War the debt 
was reduced 22%. There has been no greater burden on the taxpayer by 
reducing the World War debt nearly six billion than by reducing the Civil 
War debt six hundred million. Our Treasury constantly purchases its 
own obligations and instrumentalities in large amounts for various more 
or less permanent funds. With the annual surplus of the Treasury during 
the past seven years an aggregate of $2,056,000,000 debt was retired. A 
sinking fund absorbs increasing amounts each year and will continue to 
do so until the last bond outstanding has been retired. 

The expiration of the tax-exempt feature on income from hold¬ 
ings of $50,000 Liberty bonds on July 1 had little effect on the 
market. The Revenue Act of 1926 made Government bonds even 
more desirable for corporations than the old law and they were 
eager buyers of the bonds which individuals sold. In that act, pro¬ 
vision was made whereby the interest paid on loans secured by 
Liberty and Treasury bonds issued since September 24, 1917, was 
deductible from gross revenue; and, the income from those bonds 
could be deducted from a corporation’s returns. That privilege did 
not apply to Liberty 

I 

ft 

1927 For the Federal Reserve System the principal event of the 
year was the granting by Congress of indeterminate charters to 
the Federal Reserve Banks. This action aflBrmed the confidence 
of Congress in the Federal Reserve System and assured it and the 
country of continuance of the System’s operations on a permanent 
basis. 

As a whole, the year was one of large productivity, though with 
a gradual recession dvuring the last six months. The average level 
of commodity prices, which had been declining for about two 
years, was only slightly lower than at the end of 1926. The supply 
of funds available for investment was large, and flotations of 
domestic and foreign securities were in record volume. 

Business enterprises experienced increasing difficulty in making 
profits, and it was largely companies able to profit by the econo¬ 
mies of large-scale production that showed satisfactory results for 
the year, while companies which were not able to effect large 
economies of cost were not able to withstand the pressui;e of in- 



171 


Abundance of Funds 

tensified competition. It was partly for this reason that the 
number of failures of industrial and commercial enterprises during 
the year was exceptionally large. 

The abundance of funds was reflected in a growth of bank in¬ 
vestments. About two-fifths of this growth was in Government 
securities, the larger increase being in bonds of corporations and of 
municipalities, both domestic and foreign. Security flotations, 
domestic and foreign, during 1927, exclusive of refunding issues, 
were $7,533,000,000, a larger amount than in any previous year, 
excepting only the time of war financing. The continued abun¬ 
dance of funds available for investment in private enterprises dur¬ 
ing recent years was due chiefly to the growing volume of national 
income and national savings, which arose in turn from the large 
volume of industrial production and the consequent increased 
earnings of individuals and corporations engaged in industrial 
enterprises. Another source of fimds available for investment in 
corporate securities was the retirement of the Government debt 
by more than $1,000,000,000 during 1927. 

The growth of time deposits, which require only a 3% reserve, 
had been an important factor in the past six years in enabling 
member banks to increase their loans and investments by 
$11,000,000,000. This expansion during the past six years at the 
rate of $15 of credit to $1 of reserves had reduced the average re¬ 
quired reserves of member banks from 7.9% to 7.4% of total 
deposits subject to reserve requirements. 

The pmchase of securities in the open market during the sum¬ 
mer months was accompanied by reduction of the discount rate at 
all of the Federal Reserve Banks from 4% to 3)4%. 

The gold inflow into and out of the country was a major factor 
in the credit situation in 1927. The inflow of gold to this country 
was reflected in the accumulation at the Reserve Banks of nearly 
$1,500,000,000 of gold in excess of .legal reserve requirements. 

The effect on the member banks of the gold flowing in from 
abroad was to enable them first to reduce their indebtedness at the 
Reserve Banks and later to enlarge their own operations without 
resorting to the Reserve Banks for accommodation. Gold imports 
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to the United States were caused in large part by the suspension of 
the gold standard in Europe and had the effect of making it more 
diflScult for the Reserve Banks to make their credit policies 
effective. On December 31, 1927, the country’s monetary gold 
stock was $4,376,000,000. 

In all, 662 banks, with deposits of $194,000,000, suspended in 
1927, compared with 956 suspensions in 1926 involving deposits 
of $272,000,000. The activities of branch banking were facili¬ 
tated by the provisions in the.McFadden Act. On June 30, one 
system operated 284 branches. 

Summarizing conditions during the fiscal year. Secretary Mellon 
reported that a large volume of business was done simultaneously 
with declining commodity prices. High wages, due to increased 
average productivity per worker, and lower living costs, due to der 
dining prices, resulted in a sustained purchasing power for a large 
variety of consumers’ commodities. Charges for the use of fixed 
capital were reduced both on industrial and Government securities 
and on farm loans. Banks increased their loans and investments 
about $2,000,000,000 at the same time that they reduced some¬ 
what their dependence upon the Federal Reserve System, due 
mainly to gold imports and a decline in requirements for currency. 

Unsatisfactory conditions which had developed in some banks 
of the Federal Farm Loan System required reorganization of the 
bureau to improve its administration. The estimated amount of 
wholly tax-exempt securities of the Federal Farm Loan System 
outstanding in August 1927 totaled $1,820,000,000, of which 
$26,000,000 was owned by the United States Government. 

The McFadden Banking Act, which became effective on Febru¬ 
ary 25, 1927, was generally acknowledged as the most important 
piece of banking legislation enacted since the passage of the Fed¬ 
eral Reserve Act. It mcreased the powers of national banks, mak¬ 
ing them commensurate with those of State banks, and granted 
indetermmate charters to the Federal Reserve Banks. 

The Treasury’s surplus of $635,000,000 for the fiscal year was 
the largest surplus in any one year from the'operations of this 
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Government. Of that ampunt, $611,000,000 was applied to retire¬ 
ment of the public debt. 

Early in the calendar year conditions were such as to warfant 
the belief that the Government could sell securities with a ma¬ 
turity in excess of two or three years at SJ^%; hence the desira¬ 
bility of retiring 434% bonds was obvious. It was also advisable 
for the Treasury to make some rearrangement of maturities in 
more cbnverdent amounts and on more convenient dates for serv¬ 
ing the permanent debt-payment program. Through various oper¬ 
ations conducted from March 1 to October 31, 1927, the Second 
Liberty Loan was reduced from $3,104,520,050 to $757,545,500, 
which latter amount was due for payment on November 15. Dur¬ 
ing that time, holders of Second Liberty Loan bonds were granted 
the privilege of exchanging their holdings for two issues of 3-5 
year 334% notes at 100 and 100349 and an issue of 334% bonds of 
1943-47 at 100. A limited amoimt of these bonds was also offered 
at 10034 for cash. 

From a detailed analysis made by the Treasury of the total ex¬ 
penditures of the Government for the “war period” (taken as exr 
tending from April 6, 1917, to June 30, 1921, as the war was 
officially declared ended July 2, 1921), as well as of the “continu¬ 
ing costs” thereafter up to June 30, 1927, it was conservatively 
estimated the net war costs totaled $35,119,622,144. 

Pertinent public comment during the year: Income from Gov¬ 
ernment securities being excluded from gross earnings of corpora¬ 
tions caused banks and corporations to become the chief holders. 
The tax-exemption feature having progressively expired on Lib¬ 
erty Loans which individuals held was an additional reason for 
those bonds to gradually move from individual owners to banks. 
Individual income tax returns for the year ending December 31, 
1927, indicated that $25,365,000 tax-exempt interest was received 
from Liberty 334% bonds and obligations of Possessions of the 
United States, while $181,541,000 tax-exempt interest was re¬ 
ceived from obligations of States, cities, subdivisions, territories, 
and instrumentalities. 
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The President had advocated rebating the Treasury’s visible 
surplus to the taxpayers. The Secretary replied, 

I believe in debt reduction along the program settled after the 
war; I do not believe in the payment of a public debt to the undue 
burdening of productive industry. A balance should be maintained for 
the debt reduction and tax reduction which is fair to all interests in our 
country. 

Every type of bond for investment had been increasing—rail¬ 
roads, utilities, corporations and municipal. By contrast, Govern¬ 
ment securities had been annually reduced. 

There were 52 Joint Stock Land Banks in operation, having 
approximately 650 different tax-exempt bond issues outstanding, 
yielding between 3.44% and 7.22%. Three banks were in the 
hands of receivers. 

The Treasury recognized that the present insignificant revenue 
from taxes on Government bonds was less important than the need 
to popularize Government securities, and urged the adoption of a 
constitutional amendment to remedy the Treasury's disadvantage 
in marketing its securities. The “income tax has ceased to be a na¬ 
tional tax and has become a class tax of very limited character.” 
The Treasmy believed that Congress should authorize the Secre- 
, tary “in issuing securities in the future to make them exempt from 
the surtax as well as the normal tax.” 

For the cash offering on May 31 of $200,000,000 Treasury 3^% 
bonds of 1943-47, at 100^, a total of $249,598,300 was allotted, 
mostly to banks which benefited by an offsetting Government 
deposit. 

The Second Liberty Loan 4s and 434s, which ceased to bear in¬ 
terest after November 15, 1927, were the first of the original debt 
symbols of the World War to be extinguished, with the exception 
only of the Victory Loan notes. 

Constant debt reduction was provided for and assured. Per¬ 
sistent draining of the supply enhanced the value of the re¬ 
mainder. For the eight fiscal years, June 30, T920 to 1927, the 
Treasury converted approximately $3,700,000,000 surplus, largely 
collected from taxes, into debt reduction, and similarly applied the 
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sinking fund, totaling about $2,075,000,000, and $1,180,000,000 
received from foreign Governments. 

From the date we entered the World War until June 30, 1927, 
the Government expended for interest $8,322,000,000. Meanwhile, 
the decrease in the debt and refunding operations effected an 
average annual interest payment cut by not less than $200,000,- 
000, The average rate of interest paid on the Government debt, on 
June 30, 1927, was 3.96%. 

1928 The year, as reported by the Federal Reserve Board, was 
characterized by active business, a continued growth in the de¬ 
mand for credit, and a rising level of money rates. 

Gold withdrawals on a large scale and continued growth of bank 
credit resulted in an increased demand for Reserve Bank credit 
and, owing to security sales by the Reserve Banks, in an even 
larger increase of, indebtedness of member banks. As a conse¬ 
quence, money rates advanced to the highest level in seven years. 
Rate advances, however, were much sharper for loans on securities 
than for commercial loans, and there was no evidence of un¬ 
favorable effects of higher money rates on trade and industry. 

Active industiy and trade were accompanied by a growth in the 
demand for bank credit, both for financing security transactions 
and for commercial purposes, and there was also a large growth in 
the use of acceptances for finandng the storage and marketing of 
crops and other products. The banks’ investments showed little 
change for the year, while their loans on securities increased 
rapidly. 

The growth of security loans accompanied an extraordinary 
growth in activity in the securities market and a rapid advance 
in security values. This increase in Stock Exchange activity was 
reflected in a rise to the highest level on record of the total volume 
of loans to brokers and dealers in securities. The volmpe of 
brokers’ loans had been increasing with some fluctuations since 
the beginning of 1924, and reached a total of $6,440,000,000 
in December 1928. Brokers’ loans made through reporting 
member banks in New York City increased by $1,600,000,000 
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in 1928 and averaged about $5,200,000,000 during the last month 
of the year. 

Of the growth in brokers’ loans placed by member banks in New 
York City during 1928 about $400,000,000 was for account of out- 
of-town banks, including a certain amount of loans by these banks 
for their customers, and $1,330,000,000 was for account of non¬ 
banking lenders, while loans by the New York banks for their own 
account showed a decrease for the year. These loans by nonbank 
lenders did not create deposits and for this reason the growth of 
brokers’ loans was not accompanied by a growth of bank deposits. 

Early in 1928 the Federal Reserve System determined to exert 
its influence more actively toward firmer money conditions. The 
Reserve? Banks accordingly sold United States securities in the 
first six months of the year in approximately the same amount 
as they had purchased to offset the effects of gold withdrawals in 
the late months in the preceding year. 

The growth in the amount of credit used in the securities market 
occurred notwithstanding a rapid rise of money rates in the open 
market, due in part to continued gold exports and to further sales 
of Government securities by the Reserve Banks. 

At the end of the year the discount rate was 5% in eight of the 
banks and 4J^% in the banks located in the western agricultural 
districts. 

Federal Reserve policy, as expressed in sales of securities and 
successive advances in discount rates, was thus an important 
factor during the larger part of the year in restraining the growth 
of member bank credit. 

Shortly after the end of 1928, of the total volume of nearly 
$35,700,000,000 of loans and investments of member banks, more 
than 57% were either in investments or in loans on securities. 

It was a generally recognized principle that Reserve Bank credit 
should not be used for profit, and that continuous indebtedness at 
the Reserve Banks, except under unusual circumstances, was an 
abuse of Reserve Bank facilities. In cases where individual banks 
were guilty of such abuse, the Federal Reserve authorities made it 
clear to offending banks that their reserve position should be ad- 
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justed by liquidating a part of tbeir loan or investment* account 
rather than through borrowing. 

Between December 1927 and December 1928, rates on call 
loans on securities in New York rose from 4.38% to 8.60% and on 
time loans on securities from 4-4J4% to 7-7M%> while open mar¬ 
ket rates on commercial paper advanced from 4% to 534-53^%, 
and on 90-day bankers’ acceptances from 334% to 434%* Among 
the reasons for the greater rise in rates for loans on securities than 
in rates for commercial paper were the greater intensity of the de¬ 
mand for credit in the securities markets and the fact that se¬ 
curity loans were not eligible for discount at the Reserve Banks. 

During 1928 the reestablishment of the gold standard 
throughout the world was completed with the exception of a few 
countries. The return to gold removed the obstacles to interna¬ 
tional trade arising from uncertainty of currency values. 

The country’s gold stock during the year was reduced from the 
highest level on record to the lowest level since August 1923. 

General improvement in the condition of banks was reflected in 
a decline in the number of banks that suspended operations. The 
number of suspensions, being 491, was smaller than in any pre¬ 
vious year since 1922. 

In the opinion of Sefcretary Mellon, the increasing dependence of 
Federal revenues upon income taxation and the close correspond¬ 
ence during recent years between changes in revenue receipts and 
changes in business conditions made it more necessary than ever 
for the Treasury to have at its command all available information 
pertaining to general business conditions for the purpose of pre¬ 
paring estimates of revenues. The intimate connection between 
public debt operations and current money market conditions re¬ 
quired that the Treasury have accurate knowledge of financial 
conditions. 

For the fourth time since 1920, the condition of Federal finances 
permitted a reduction in taxation. Economical management of 
expenditures, a sound policy of debt retirement, and the prosperity 
of the country, made possible in rapid succession one tax reduction 
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after anpther. Also, tlie various revenue acts since the war had 
eliminated excise taxes on sales and war and excess profits taxes. 
The Revenue Act of 1928 reduced the corporation income tax rate 
from 133 ^% to 12%. Corporation taxes had not been reduced 
since the Revenue Act of 1921. 

Wholesale commodity prices moved higher, due largely to the 
advance in the prices of agricultural commodities and their 
products. 

The public in general believed and acted as if the price of secu¬ 
rities would indefinitely advance. As the Federal Reserve Banks 
discouraged continuous borrowing by member banks, money 
rates increased. 

Most of the Treasury’s surplus of $898,828,281 for the fiscal 
year was expended for retirement of the public debt, in addition 
to retirements during the year of $540,255,020 chargeable against 
ordinary receipts. Included in the retirements were about $314,- 
993,300 Third Liberty 4j^s. The final step in their refunding was 
completed in October when cash subscriptions at par were invited 
for $300,000,000 11-month 4%% Treasxiry certificates of indebt¬ 
edness. About $150,000,000 Third 43^8 were then outstanding, 
and this issue of certificates, together with cash on hand, provided 
for payment of the Third Liberty Loan and also for the Treasury’s 
requirements up to December 15, 1928. 1 

Secretary Mellon pommented that the final redemption of the 
Third Liberty Loan “brings to a close the vast operations begun 
by the Treasury in 1927, which, in the course of eighteen months, 
have resulted in the refunding or retirement of over $5,000,000,000 
of Liberty Loan bonds accompanied by important reduction in 
interest charges.” 

The Treasury had been criticized for not making greater 
effort to distribute its securities more widely. The Secretary 
replied: 

During the war. Government securities were very widely distributed, 
as the result of vigorous campaigns conducted in every community and 
which reached every home. It was desirable that they should be held by 
as many separate individuals as possible rather than in the hands of a 
few large holders. Such a feeling was and is still sound today. But, under 
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existing circximstances, as the War Loans are gradually being refunded 
into securities bearing a lower rate of interest, the number of holders of 
United States securities tends constantly to become more limited. 

How could it be otherwise when States and municipalities are in a 
position to issue their securities free from all taxation? There is no reason 
why the Treasury Department should be put at a disadvantage in the 
marketing of its securities as compared with States and their subdivi¬ 
sions, or why individual investors who desire to acquire United States 
Government securities should be discriminated against. 

The public’s picture was that early in the year financial institu¬ 
tions had been conspicuous buyers of Government securities. The 
scarcity in the market of offerings indicated that institutions were 
retaining their holdings. Any decline in the abnormally high 
money rates would reasonably force recovery in prices more rapid¬ 
ly than high rates created the market’s decline. Some major banks 
held investments in Government securities equivalent to twelve 
times their capital and 66% of their deposits. Money was dearer 
but not scarcer. Whether or not it was a year of false prosperity, 
increased tax revenues justified a sweeping reduction of taxation. 

In general, investors recognized the beneficial effects of Govern¬ 
ment debt reduction; also that the rise in discount rates was in¬ 
tended as a brake on the use of credit for stock market speculation. 
Furthermore, rising money rates signified a prospective increase in 
the interest cost of Government financing. Nevertheless, the 
orchestra of prophets was blowing upon the trumpets of optimism. 
Propaganda painted permanent prosperity. Although economic 
laws still reigned, there appeared to be no remedy for the public’s 
temporary hysteria. It was infectious, in spite of published warn¬ 
ings of economic disaster. Regardless of curbs by the banking sys¬ 
tem, borrowing for stock market speculation continued and prices 
soared. As the public sold holdings of Government bonds to obtain 
funds for speculative securities, a gradual decline in the Govern¬ 
ment bond market followed. 

1929 The year can be divided from the point of view of credit 
developments into two periods of unequal duration. The first ten 
months witnessed a further increase of demand for credit originat- 
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ing in the security market; a high level of money rates; an inflow 
of gold from abroad, and continuation of a firm money policy by 
the Federal Reserve System. At the end of October the drop in 
security prices was accompanied by a subsidence in the demand 
for credit from the Stock Exchange; a drastic liquidation of se¬ 
curity loans; outflow of gold, and an easing credit policy by the 
Federal Reserve System. Industrial activity was in exceptionally 
large volume until the middle of the year, but began to recede in 
July and declined rapidly in November and December. In the 
latter part of the year large purchases of acceptances by the Fed¬ 
eral Reserve Banks, followed in the last two months by purchases 
of Government securities, enabled member banks to reduce their 
borrowings, and by the end of the year discounts were in the 
smallest amount for nearly two years. This low level of indebted¬ 
ness of member banks was an important factor in the easier con¬ 
dition of the money market. 

In the first quarter the unprecedented rise of security prices 
gave unmistakable evidence of an absorption of the country’s 
credit in speculative operations to an alarming extent. There was 
nothing in the position of commercial credit or of business to 
occasion concern. The dangerous element in the credit situation 
was the continued and rapid growth of the volume of speculative 
security credit. 

The measures taken by the Federal Reserve Banks in the year 
1928 to firm money conditions by sales of open market invest¬ 
ments and by successive increases of discount rates from 33^% at 
the opening of the year to 5% by midyear had not proved ade¬ 
quate. 

The credit situation confronting the Federal Reserve System at 
the opening of the year 1929 stiU stood in need of correction. The 
System’s portfolio of Government securities was practically ex¬ 
hausted by the sales made in the first half of the year 1928. The 
Board was not disposed to regard favorably further increases of 
the discount rate as the appropriate method of dealing with the 
situation presented, and particularly as the Federal Reserve Sys¬ 
tem was related to it; the Board, therefore, did not approve the 
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discount rate advances voted by some of the Federal Reserve 
Banks. 

Although the Federal Reserve System did not resort to ad¬ 
vances in discount rates, it continued throughout the first quarter, 
in addition to pursuing the policy of direct pressure, to exert its 
influence toward firmer money conditions. 

In the first part of April, security loans turned definitely down¬ 
ward and continued to decline until the end of May. During June, 
July, and August, however, speculation in securities once more 
became active, and the demand for security loans increased 
rapidly as stock prices advanced by about 25%. At the end of the 
fiscal year there was also a large volume of rights issued to holders 
of securities entitling them to purchase additional shares of stock 
on favorable terms, and there was a consequent demand for credit 
to finance the purchases made in the exercise of these rights. Dur¬ 
ing June this increased demand for security loans was supplied 
largely by banks, but in July, August, and September, the growth 
in Stock Exchange loans was derived entirely from nonbanking 
lenders. 

At midyear, with the crop-moving season approaching, the 
business and credit situation was clearly defined. Industrial pro¬ 
duction was proceeding at an extraordinarily rapid rate, factory 
employment and pay rolls were at a high level, earnings of corpora¬ 
tions were in record voltime, capital issues were numerous and 
large, and prices of securities were rising. Rates charged by banks 
on loans to commercial customers had constantly advanced in 
leading cities since the beginning of 1928 and were in July 1929 on 
a 6% level, more than 1% higher than eighteen months earlier and 
higher than at any other time since 1921. Loans to brokers and 
dealers in securities in the New York market increased rapidly. 
The discount rate at the Federal Reserve Bank of New York was 
advanced from 5% to 6%. Discount rates at the other Reserve 
Banks remained at 5%. . 

Brokers’ loans continued increasing with unusual rapidity, the 
funds being supplied almost entirely by nonbanking lenders, and 
by September had increased by $1,000,000,000. A large part of this 
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increase was supplied by investment trusts and trading companies 
which were being organized extensively at that time. 

In September and October, recession in industry, reports of 
smaller corporate earnings, continued growth of brokers’ loans, 
indicating a movement of securities from stronger to weaker 
hands, and many other factors were weakening the position of the 
security market. There were some withdrawals of foreign funds 
from the New York market, and on. September 26 the Bank of 
England, which for several months had been losing reserves, raised 
its discount rate from 5J4% to 6j^%. This series of events 
culminated in the last week in October in a break of unprecedented 
severity in stock prices. 

The growth of speculative activity had given the large banks in 
New York City a good deal of concern for several years. They had 
liquidated a part of their investments and had avoided a growth in 
their own loans to brokers. When the abrupt liquidation began 
these banks were therefore in a position to take care of the situa¬ 
tion. During the week ending October 30, they increased their own 
loans and investments by $1,400,000,000, largely because they 
took over loans of outside lenders, both outTof-town banks and 
others, who withdrew a large part of their loans from the market. 
This resulted in the most rapid growth of bank credit on record in 
this country and in a proportionate increase in member bank re¬ 
serve requirements. The reserve funds necessary to meet these in¬ 
creased requirements were supplied by the New York Reserve 
Bank, which loaned freely to member banks and also purchased 
$150,000,000 Government securities in the open market. 

During the last three months of the year the net liquidation of 
loans on securities, by banks and by other lenders, was estimated 
to aggregate $3,900,000,000. Loans directly to brokers.in New 
York declined by $4,500,000,000. This liquidation was accompa¬ 
nied by a reversal of the credit policy of the Federal Reserve'Sys- 
tem, whereby during the last two months of the year it was 
exerted in the direction of easier money conditions. 

During the nine-year period 1921-1929 a total of 5,642 banks 
were reported as having suspended operations either temporarily 
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or permanently, and of this number 659 reopened. Deposits of the 
banks suspended during the nine-year period were about $1,720,- 
000,000 and of the reopened banks $240,000,000. Member banks 
numbered 994 and nonmember banks 4,648. 

The Treasury’s fiscal year refiected the prosperity prevailing in 
the calendar year 1928. Events affecting Federal revenues and 
expenditures were the rising stock market and declining bond 
prices, and relatively high interest rates which increased the 
interest cost to the Federal Government. 

From the Treasury’s surplus of $184,787,035 for the fiscal year, 
the smallest since 1921, $123,601,014 was applied to retire the 
public debt. The aggregate debt reduction of $673,092,815 was 
brought about through expenditures for sinking fund and other 
accounts chargeable to ordinary receipts. 

In the full decade from its highest point on August 31, 1919, to 
August 31, 1929i the gross debt had been reduced from $26,594,- 
267,878 to $16,805,433,171, a decrease of $9,788,834,707 (36.8%), 
and the annual interest charge was reduced 41%. 

The Treasury Department believed that the taxpayers should 
receive the benefit of any prospective surplus in the form of tax 
reduction; 

We are not only faced with the usual problem of determining the 
business trend during the calendar year and of forecasting the business 
trend during the coming calendar year, but we are confronted with the 
difficult problem of determining what effect the precipitous decline of 
security values recently witnessed will have on the profits from security 
transactions which unquestionably yielded a very large income in 1928 
and for the first eight months of the calendar year 1929. 

The Secretary cited the authorization (Act of June 17,1929) to 
issue from time to time Treasury bills on a discount basis with 
maturities not exceeding twelve months, to be sold for cash under 
competitive conditions at the lowest rate or highest prices bid by 
prospective purchasers. That provided a new type of short-term 
Government security. 

By the same act. Congress provided that all certificates' of in¬ 
debtedness and Treasury bills issued thereafter should be exempt 
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both as to principal and interest from all taxation except estate 
and inheritance taxes. This exemption from taxation gave the 
Treasury an advantage in marketing these securities equal to that 
enjoyed by State Governments and their political subdivisions. 

Previous to the passage of this act certificates of indebtedness 
had been exempt from normal taxes and only to a limited extent 
from surtaxes. The exemption from surtaxes did not change the 
tax status of these securities to banks and other corporations, since 
surtaxes applied only to individuals. The change was important 
for individuals and was evidenced by the large subscriptions to the 
issue, on September 16, 1929, of certificates, the first issue 
to come under the tax-free provision. Subscriptions amounted to 
almost three times the allotments. 

The investing public saw unprecedented stock speculation pro¬ 
ducing quick profits. The interest rate paid for loans was not an 
important deterrent. Investment trusts found the public eager 
buyers of all their stock issues. Owners of Government bonds sold 
their holdings and substituted stocks. Then came the stock market 
crash (October) and the business boom collapsed. Banks and cor¬ 
porations failed. Following the flood of liquidation of securities, 
notably issues of investment trusts, the released credit precipi¬ 
tated a decline in money rates and a coincident demand for 
Government securities. 

By November 15, the Federal Reserve Banks’ buying rate on 
bills was reduced to 4)^%, when the average yield was 3.39% on 
Treasury notes and certificates, and 3.43% on long-term Treasury 
bonds. 

At the end of December stock prices were about 35% below the 
high point reached in September. 

1930 This year was marked by reduced deniand for bank credit 
from trade and industry and by decreasing commodity prices and^ 
money rates, all characteristic of a period of declining activity 
in business. In these circumstances the Federal Reserve System 
pursued a policy of monetary ease, expressed through the pur- 
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chase at intervals of additional Government securities, and in 
progressive reductions of Reserve Bank discount and accept¬ 
ance rates. During the last two months of 1929, the System 
purchased $350,000,000 of Government securities. During the 
month of March 1930, holdings of securities increased to 
$530,000,000 and with further increases totaled $600,000,000 
in December, .when additional purchases of a temporary nature 
were made. 

Money rates in the latter part of the year were lower than at 
any other time during the 12-year period 1919-1930. Rates on 
acceptances fell from 53^% in the autumn of 1929 to 1%% at the 
close of 1930; rates on commercial paper from 634% to 2j^%, 
while call money was around 2%, frequently falling below that 
level in the last six months of the year. Rates charged to customers 
by banks in New York City had dropped to 434% by the end of 
the year. 

The stock of monetary gold in the United States had increased 
to $4,590,000,000. This amount was within less than $100,000,000 
of the peak figure of May 1927. 

For the banks of the country the period of fifteen months ending 
in December was one of readjustment and liquidation. There were 
1,345 bank suspensions in 1930, a larger number than in any other 
year. Deposit liabilities of suspended banks were $865,000,000. 
Most of the failures were of small rural banks that had been in a 
weakened condition for some time; but there were also a few fail¬ 
ures of large city banks that had accumulated unliquid loans and 
suffered losses in recent years through operations based directly or 
indirectly on overvalued real estate and securities. 

The Secretary of the Treasury reported that the finances of the 
Federal Government for the fiscal year continued the favorable 
record of recent years. 

Of special importance was the income tax reduction for corpora¬ 
tions and individuals enacted by Congress in December 1929, and 
applied to income taxes for the calendar year 1929. This was the 
first instance in which income tax rates had been reduced for a 
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single calendar year in order to relieve individuals and corpora¬ 
tions from taxes when a surplus of receipts was anticipated with¬ 
out assurance that this surplus would continue for more than a 
year. During the calendar year 1930 the income tax reduction 
afforded relief to both individuals and corporations during a 
period of unfavorable business developments. 

On June 30, 1930, the gross public debt of the United States 
Government amounted to $16,185,308,299, and the net balance 
(cash) in the general fund of the Treasury was $312,782,915. 
These figures represented a decrease of $745,889,449 in the public 
debt, and a decrease of $11,723,936 in the net balance (cash) of the 
Treasury. 

During the fiscal year, banking and credit conditions in the 
United States went through a complete readjustment. By the sum¬ 
mer of 1930 money rates were at the lowest levels of postwar years. 

The reduction in the war debt commenced in the fiscal year 
1920. During the eleven full fiscal years from July 1,1919, to July 
1, 1930, more than $9,296,000,000 of the public debt was retired, 
or more than one-third. 

During the same period, the annual interest charge, computed 
on the basis of the interest-bearing debt outstanding on June 30, 
1919, and June 30,1930, was reduced almost $450,000,000, and the 
average rate was reduced from 4.178% on the former date to 
3.807% on the latter date. 

Since Congress, by the Act of June 17, 1929, had provided that 
Treasury bills and certificates of indebtedness issued thereafter 
should be exempt both as to principal and interest from all taxa¬ 
tion except estate and inheritance taxes. Secretary Mellon re¬ 
newed his recommendations to Congress that this exemption be 
extended to bonds. The Treasury, by existing law, had authority 
to make the exemption applicable to notes. The Secretary stated. 

It is idle to argue that the issuance of United States tax-exempt se¬ 
curities would furnish convenient means of income tax avoidance. As 
long as the States and their political subdivisions continue to issue se¬ 
curities which are wholly tax-exempt at the rate of $1,000,009,000 a 
year, there is at all times an ample supply of gilt-edge securities available 
to those desiring to escape income tax payment through investment in 
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tax-exempt securities. Limiting the Federal Government to the issuance 
of securities exempt only from the normal income tax does not result in 
increased income tax collections, but simply in a higher interest cost to 
the Government. . . . 

The yield on United States securities for many individual investors 
does not, therefore, compare favorably with the yield on similar securities 
held by corporations, nor does it compare favorably with the yield on 
State and municipal securities, which are usually wholly free from all 
taxation. 

The Treasury estimated that the total money cost of World War 
I to the United States up to June 30, 1930, was $37,873,908,499 
(exclusive of pensions). 

From the public’s experience with facts and markets, beyond a 
certain point statistics stultify themselves and have no success¬ 
ful significance. 

Congress had previously assumed the responsibility of handi¬ 
capping the Treasury by not favoring a tax-exempt, low-rate 
bond issue. It had withheld from individuals an exemption it 
had given to corporations. That would have helped to refund 
$8,000,000,000 Liberty bonds at lower rates. From the Treasury’s 
standpoint, Congress not only saved nothing in interest, gained 
nothing in taxes, but lost both, and also the public’s support 
in the market. 

The business public was being shaken out of the slumber into 
which it had been lulled by the rhetoric of superoptimists. The 
mysterious patented process of domestic permanent prosperity 
had disregarded relations with the rest of the world. President 
Hoover predicted that prosperity was ‘‘just around the corner.” 
Expanded credit and overproduction and underconsumption 
had invited falling commodity prices. Production was more fully 
financed than consumption. Accompanying the decline in com¬ 
merce and the business depression, corporate earnings and divi¬ 
dends were reduced. Stabilization of grain and cotton prices above 
the world market value was attempted by the Federal Farm Loan 
Board. Defaults of farm mortgages were general, and with declin¬ 
ing farm prices “we were afraid of an excellent crop.” Assets of 
many small banks were virtually frozen. 
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The country had sailed its painted ship upon a painted ocean. 
Our mass production needed additional foreign markets, also a 
willingness to provide credit to make exports possible. Our de¬ 
fensive tariff against imports to pay for our exports became a 
thundering theme in the national economic anthem of America. 
Congress declined to cancel war debts of our Allies and we refused 
to take other nations’ goods. Cheaper credit did not remedy trade 
depression. It was a ladder up from the pit which cripples do not 
climb easily. To sustain purchasing power, Government agencies 
urged projects for public improvements. 

It was the observation abroad that the turn of the tide in the 
United States would have come earlier if the extensive sale of 
goods by installment plan payment had not relied on future earn¬ 
ings. The burden of payment accentuated the reduction of pur¬ 
chasing power. 

According to Mr. Mills, Under Secretary of the Treasury : 

The population of the United States is 7% of the total world popula¬ 
tion. Yet that 7% consumes about 48% of the world’s total production 
of coffee, 53% of all the tin, 56% of the crude rubber, £1% of the sugar, 
7^% of all the raw silk, 36% of the coal, 42% of the pig-iron, 47% of the 
copper, 69% of the crude petroleum; and, out of nearly 32,000,000 
automobiles in the world, on January 1, 1929, over 24,000,000 were 
owned in the United States. The fact that the 7% of the world’s popula¬ 
tion who live in the United States should supply a market for such large 
proportions of the world’s total production of principal commodities is a 
consideration of the greatest importance to the world’s commerce, 
industry and employment of labor. 

The previous prosperity panic left false ideas regarding finance. 
However, the plethora of credit at low rates again aided Treasury 
refunding. Some short-term issues yielded less than 2%. Treasury 
financing with bills was a valuable supplement to certificates of 
indebtedness in conducting short-term borrowing operations. 

Secretary Mellon remarked, ‘‘Since 1921, our debt retirements 
and refunding operations at lower rates of interest have resulted in 
a saving to the Government of interest payments of nearly a 
million dollars a day.” 

As of June 30,1930, national banks owned $2,753,941,000 Govern¬ 
ment securities, including 2% bonds securing bank note circulation. 
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Taxation upon the income from over $5,000 Treasury bonds 
owned by individuals and the special tax-exemption granted to 
corporation holders (income from such bonds being deductible 
from gross revenues of corporations) had virtually legislated the 
smaller investors out of their original holdings of Government 
securities. However, there were not enough Liberty and Treasury 
issues outstanding, exclusive of notes and certificates, to allot 
a $100 bond to every person in the country. 

1931 This was a year of continued depression in business, of 
reduced employment, and of decline in values. The volume of bank 
credit decreased continuously during the year; there were many 
bank failures, and severe disturbances occurred in financial condi¬ 
tions both here and abroad. The European credit crisis, beginning 
in Austria in April, spread to adjoining countries, and resulted in 
June in a collapse of credit in Germany. 

» During the first nine months of the year the Federal 
Reserve System pursued a policy of further easing credit 
conditions through reductions of rates and through open market 
operations. 

In the late spring the number of bank failures increased, and 
there was a renewed increase in the withdrawals of cash from 
banks for hoarding. There was an improvement in conditions for a 
brief period after the announcement on June 20 of the American 
proposals for a moratorium on intergovernmental debts and 
reparation payments, but in August the downward movement was 
resumed, and, after the suspension of the gold standard in England 
on September 20, gold exports from the United States were in 
large volume and withdrawals of currency from the banks for 
hoarding were accelerated. Withdrawals of deposits and declines in 
the value of investment portfolios were accompanied by a large 
number of bank failures in September and October. 

After the organization in October of the National Credit Cor¬ 
poration for making loans to banks with sound assets, though 
these assets were ineligible for discount at the Reserve Banks, 
there was a reduction in the number of bank suspensions and some 
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return flow of currency to the banks, but in December bank fail¬ 
ures increased again and were accompanied by renewed with¬ 
drawals of currency for hoarding. 

During the year a total of 2,298 banks (and 242 branches 
operated by 95 of such banks) suspended operations, with aggre¬ 
gate deposits of $1,691,510,000. 

In December, a bill was introduced in Congress for the estab¬ 
lishment of a Reconstruction Finance Corporation with a capital 
of $500,000,000 supplied by the United States Treasury and au¬ 
thority to borrow up to $1,500,000^000. The bill creating the 
corporation, which was authorized to make loans to banks and 
other financial institutions and to railroads, was approved by the 
President on January 22, 1932. 

At the beginning of 1981 rates in the open market were al¬ 
ready at the lowest levels in more than twenty years, and during 
the early months of the year they declined further to 2% for com¬ 
mercial paper, 1H% for call money, for bankers’ accept^ 
ances, and less than on Government obligations of short ma¬ 
turity. These levels prevailed through part of May, all of June, 
July and August, and most of September. Therefore, the cost of 
credit in the short-term money markets for borrowers of accepta¬ 
ble credit standing was low, and the possession of excess reserves 
by member banks reflected the inactive demand for credit and a 
lack of confidence on the part of the banks in investment securities. 

The Treasury’s fiscal year ending June 30, 1931, reflected in a 
marked degree the decline in business activity and a very con¬ 
siderable decrease in Federal revenue, together with an increase 
in expenditures, which resulted in a Treasury deficit of $902,716,- 
845, as contrasted with a surplus of $183,789,215 in the preceding 
fiscal year. Sinking fund and other statutory retirements of 
United States Government obligations, which were included in 
expenditures, were responsible for $440,082,000 of the deficit. 
Taxes on the incorpe of individuals and corporations furnished 
more than half of the receipts. (This was the first deficit 
since 1919.) 
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In addition to the financing made necessary by maturing issues 
and by the currently cumulating deficit, the Treasury was called 
upon to convert investments held in the adjusted service certifi¬ 
cate fund into cash, by sales in the open market, in order to meet 
the heavy increase in the volume of loans to veterans under the 
legislation which recently had raised the loan value of outstanding 
adjusted service certificates. 

The inactive demand for credit and tlie comparative freedom of 
member banks from indebtedness at the Reserve Banks resulted in 
a progressive decline in short-term money rates both in the 
market and at banks on direct loans to customers. 

With low money rates prevailing the Treasury offered certifi¬ 
cates of indebtedness at rates as low as lj^% and 1H%; also for 
the first time in nearly three years the Treasury issued long-term 
securities for public offering. Rates on the bonds were S%%, 
3J^%, and 8%. The 3% rate was the lowest rate borne by any 
United States bond offered for public subscription since Panama 
Canal 3s were issued in 1911. 

In view of the lower rates paid by the Treasury on Government 
securities issued to the public during the fiscal year, the rate of 
interest required to be paid by Government depositary banks on 
deposits of public money was reduced three times: from 2% to 
on December 1,1930; to 1% on February 16,1931; to 
on June 1, 1981. 

The depression in trade and industry had a marked effect on the 
Government’s budget. Anticipating a large deficit for 1932, 
Secretary Mellon recommended tax increases to provide additional 
revenue, returning in principle to the plan of taxation existing 
under the Revenue Act of 1924. 

The proposed revisions would bring back into the taxpaying 
group about 1,700,000 individuals. There would then be only some 
3,600,000 Federal taxpayers in a nation of 120,000,000 people, and 
of this number less than 300,000 would contribute 90% of the tax. 

For corporations he proposed increasing the tax from 12% to 
123/^%, and elimination' of the $3,000 exemption for domestic 
corporations with net incomes of $25,000 or less. 
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Also, lie recommended providing additional revenue by an in¬ 
crease in tax rates on tobacco products, except cigars; a 1% in¬ 
crease in the existing stamp tax upon sales or transfers of capital 
stock; a tax on manufacturers' sales of automobiles and radios, 
bank checks, telephone, telegraph, cable and radio messages, and, 
in the existing emergency, some additional contribution from 
estates. 

The Secretary further commented: 

The taxpayer is asked to assume a large additional bxnden. . . . The 
Treasury cannot of itself create funds. Whatever it spends must be ob¬ 
tained either through taxation or through the sale of Government se¬ 
curities, and the securities in the end must be redeemed by taxes. There is 
a limit to the extent to which the Government, in our social and economic 
structure, may wisely divert funds from private employment to govern¬ 
mental use. \^en we take into consideration the mounting burden of 
State and local taxes it is no exaggeration to say that we are approaching 
that limit. 

The Treasury favored President Hoover’s proposal to Congress 
in June to authorize the postponement (moratorium) of amounts 
payable to the United States from foreign governments during the 
fiscal year 1932, and their repayment over a 10-year period 
beginning July 1, 1933. 

In his Message to Congress, December 10, 1931, the President 
stated he had informed the foreign governments. 

The American Government proposes the postponement during one 
year of all payments on intergovernmental debts, reparations, and relief 
debts, both principal and interest, of course not including obligations of 
governments held by private parties. Subject to confirmation by Con¬ 
gress, the American Government will postpone all payments upon the 
debts of foreign governments to the American Government payable dur¬ 
ing the fiscal year beginning July 1 next, conditional on a like postpone¬ 
ment for one year of all payments on intergovernmental debts owing the 
important creditor powers. ... I do not approve in any remote sense of 
the cancellation of the debts to us. 

The general public, responsive to sensitive markets, understood 
that the Senate Finance Committee rejected the attempt to 
exempt all future bond issues from both normal and surtaxes. 
Banks were surfeited with idle funds. Bank failures stimulated a 
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preference for short-term securities to obtain liquidity. Call money 
was at 1%; values of farm lands were at their lowest levels in 
twenty years; unemployment was estimated at 6,000,000; and 
many municipal issues continued to default. Demand for payment 
of a soldiers’ bonus became a realization, in spite of the President’s 
veto. 

Congress adopted a compromise, authorizing loans to veterans 
of 50% of the value of their Adjusted Savings Certificates. It was 
regarded as a liability which would have to be settled fourteen 
years hence by selling new securities in the market. The long-term 
bond market became demoralized as arguments against the bonus 
payment were circulated. 

During 1931, the Treasury offered three long-term issues: 

Maech —bonds of 1941-43, which were allotted to holders of maturing 
S}/i% notes tendered in payment, and cash subscriptions were rejected; 

June— S }4% bonds of 1946-49, which met the Treasury’s current requirements 
including amounts necessary to retire maturing certificates of indebtedness 
and to finance additional loans on Adjusted Savings Certificates. Estimating 
insufficient applications for the SJ4% bonds before the books closed, appeals 
were received by the major banks for additional subscriptions to bolster the 
flotation; 

August —3% bonds of 1951-55. These bonds lacked thorough distribution. 

The taxable feature attached to these three offerings made them 
more advantageous to corporations than to individuals. As the 
decline in general market price levels began to develop, the new 
3% bonds became particularly depressed. The absence of a 
secondary market demand caused aU outstanding long-term issues 
(except Treasmry 434s of 1947-52) to decline below par. 

Public hoarding of currency and gold was conspicuous. In July 
TnaximuTn gold holdings of the United States totaled $4,965,000 
000. When England abandoned the gold standard in Septem 
and devalued the pound, foreign-owned American securities 
sold in the United States to acquire gold. As the leading countri 
deserted the gold standard, the world “fell into the- worst mor 
tary chaos of history.” An official of our Government stated, “I 
unthinkable that this Government should abandon the 
standard.” 
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The discount rates of the Federal Reserve Banks and other 
central banks had been ineffectual in controlling the movements 
of gold to settle trade and debt balances. By tariffs we made gold 
receipts unavoidable. 

Interference with economic principles ignored the interdepend¬ 
ence of nations. The Allied debt-collecting-no-canceUation policy 
of Congress continued to prevent sales of bur surplus products 
abroad. By throttling trade which the country needed, America’s 
policy was labeled—politically dumb, economically stupid, or 
financially spunky. Concerning the Allied loans. General Pershing 
stated in 1918: (they) “made it possible for the Allies to hold the 
lines after we entered the war.” 

In December the Treasury refimded and borrowed by issuing 
$600,000,000 1-year 3)4% notes (the first notes to be issued fully 
tax-exempt since the Victory S^% loan); also $400,000,000 9- 
month 3% certificates, and $300,000,000 6-month 2|4% certifi¬ 
cates. 

By the end of the year the world-wide depression, with its 
accompanying financial crisis had come to overshadow every other 
consideration. The shrinkage in the market value during the year 
of all Treasury bonds outstanding December 31, 1931, was as 
follows: 

Amount Jan. Mar. June Sept. Dec. 


Outstanding 2 16* 15* 16* 81 Shrinkage 

$ 758,983,800 Treasury 4}<s 1947-62 112?^ .101% $ 81,368,622.47 

1,036,834,500 Treasury 43 1944-64 108% . 98% 100,443,842.19 

489,087,100 Treasury 3?is 1946-56 106%. 96 50,896,626.34 

476,412,750 Treasury 3^8 1943-^7 102%. 92 49,725,580:78 

355,356,450 Treasury 3?^s 1940-43 102%. 91% 38,422,916.16 

577,639,060 Treasury SJ^s 1941-43 . 101% . 92 55,227,171.66 

821,406,000 Treasury3J^s 1946-49 . 101% .... 86% 122,697,621.26 

800,423,000 Treasury 3s 1951-55 . 99% 84% 119,663,185.63 

$6,316,042,160 ■ $618,328,866.48 

*Date of issuance. 


1932 In the first half of the year the banking system of the coun¬ 
try was subjected to pressure through losses of gold to foreign coun¬ 
tries and through increased currency withdrawals in the United 
States. The Federal Reserve Banks purchased a large volume of 
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United States Government obligations and thereby enabled the 
member banks not only to meet the demands for gold from abroad 
and for currency at home but also to reduce their indebtedness to 
the Reserve Banks. During the second period, comprising a little 
less than half the year, there was a reversal of the gold and cur¬ 
rency movements, and member banks obtained reserve funds from 
the gold inflow, from currency returned from hoarding, and to 
some Extent from issues of new national bank notes. Conditions 
in the open market for short-term money were relatively easy 
throughout the year, and in the latter part money rates declined 
to exceptionally low levels. 

During the year the operations of the Reconstruction Finance 
Corporation, which was organized in February, constituted an 
important factor in the credit situation. It was established for the 
purpose of providing emergency facilities for financial institutions 
and aiding in financing agriculture, industry and commerce. 

In 19S2, as in 1931, developments abroad, and the continuance 
of serious maladjustments and dislocations in international finan¬ 
cial and trade conditions were important unfavorable factors 
in business and credit developments in the United States. For the 
third successive year, business activity, prices and incomes de¬ 
clined substantially. Domestic distribution of conamodities and 
foreign trade declined further. Flotations of new issues of domestic 
securities declined sharply and there was a considerable reduction 
in the volume of issues for refunding purposes. As in the two pre¬ 
ceding years, the volume of new corporate issues showed the 
largest decline, but State and municipal issues showed a decrease of 
about 40% for the year as a whole. Corporate issues were practi¬ 
cally confined to flotations by public utility companies. 

The year ended with activity and prices in general at a lower 
level than in December 1931. 

Issues of United States securities ip 1932 were large, the public 
debt showing an increase of $2,980,000,000 for the year com¬ 
pared with an increase of $1,800,000,000 in 1931; a decrease of 
$275,000,000 in 19S0, and an average annual decrease of $955,000,- 
000 for the preceding ten years. Funds supplied by the Govern- 
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ment to the Reconstruction Finance Corporation during 1932, as 
capital and in the form of advances secured by the assets of the 
Corporation, amounted to approximately 40% of the total in¬ 
crease in the public debt. 

During the year 1,456 banks, with deposits of $716,000,000, 
suspended operations, compared with 2,294 banks, with deposits 
of $1,691,000,000, in 1931. After the Reconstruction Finance 
Corporation began operations early in February and made funds 
available to banks throughout the country, the number of sus¬ 
pensions decreased rapidly. In Jime, however, there were ha nkin g 
diflSculties in Chicago and elsewhere, and banks with deposits of 
$133,000,000 suspended operations, chiefly in Illinois and Iowa, 
and there were a number of mergers and reorganizations arising 
out of banking difficulties. During the year many banks in a num¬ 
ber of States closed temporarily under special “banking holidays,” 
and in November a State-wide banking moratorium was declared 
by the Governor of Nevada. 

During the three years 1930-32, there were 5,100 bank suspen¬ 
sions, and deposits of suspended banks totaled $3,260,000,000. 

The large number of suspensions reflected -the rapid decline 
during the course of the depression in security values, in values of 
urban and farm real estate held as collateral for bank loans, and 
in the value of commodities. Another factor in undermining the 
position of many banks was the withdrawal of funds by depositors 
both for hoarding and for redeposit in other banks and in the 
Postal Savings System. 

During 1932 the Federal Reserve System continued to pursue 
the policy of monetary ease which it had followed since the be¬ 
ginning of the depression, by purchasing Government securities in 
the open market and by reducing the rates charged for discounts 
and for acceptances. In September 1929 discount rates were 6% 
at the Federal Reserve Bapk of New" York and 5% at the other 
ReserveBanks. These rates were gradually lowered and during 1932 
the rate at the New York and Chicago banks was reduced to 2)^% 
and at the other banks it was Bill rates at the end of 1932 

were at a 1 % level, the lowest since the establishment of the System. 
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After the passage of the Glass-Steagall Act on February 27, 
1932, the'Federal Reserve System pursued a policy of large scale 
open market purchases of Government obligations which carried 
their total holdings to $1,850,000,000 on August 10, a level that 
was maintained throughout the rest of the year. 

This act authorized the Federal Reserve Board until March 3, 
1933 (later extended) to pertnit the use of United States Govern¬ 
ment obligations as collaferal security for Federal Reserve notes. 
United States Government securities were first pledged on May 
5, 1932. The largest amount used as collateral at any time during 
the year was $682,000,000 on July 6, and the amount so used on 
December 31 was $428,000,000. 

From Feb. 13, 1932 to March 3,1933 

OGDEN L. MILLS, SECRETAEY OF THE TREASURY 
(Herbert Hoover—President) 

The Secretary of the Treasury reported that a further decline in 
receipts, accompanied by increases in expenditures due chiefly to 
emergency measures, resulted in a deficit of $2,885,362,299 for the 
fiscal year ended June 30, 1932. 

In the major expenditures largely attributable to the depression 
were included expenditures of $500,000,000 for the capital stock 
of the Reconstruction Finance Corporation, $125,000,000 for addi¬ 
tional capital stock of the Federal Land Banks, $136,000,000 for 
net loans under the agricultmral marketing act, an increase of 
about $306,000^000 in expenditures for public works, and an in¬ 
crease of $117,000,000 for postal deficiency. Service of the public 
debt, including sinking fund and other debt retirements, accounted 
for $1,012,000,000 of the expenditures. Also another major class of 
governmental outlay was for national defense and the care of war 
veterans, which totaled about $1,631,000,000. 

Secretary Mills recommended in February $1,125,000,000 in 
new taxes . . . “the amount needed today.” The Revenue Act of 
1932 effected one of the largest increases in taxes ever imposed by 
the Federal Government in peace times. Since the law did not be- 
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come fully effective until after the close of the fiscal year 1933, the 
Secretary urged that the Budget be brought into balance at the 
earliest possible date and that the Government ^'endeavor to live 
within its income.’’ 

The Secretary stated: 

The developments of the last decade have uncovered unmistakable de¬ 
fects in the American banking structure. They constitute a source of 
weakness in our economic life and have been an important factor in the 
present depression. 

During the twenty years ended with 1920 there was an enormous in¬ 
crease in the number of banks. In 1900 there^ were about 14,000; in 1920, 
over 30,000. During all of this period unit banking received every en¬ 
couragement, while branch banking was discouraged and for the most 
part prohibited. 

The banking system of the United States as thus developed did not 
successfully meet the test of adverse circumstances. In twelve years there 
have been over 10,000 bank failures, or over one failure for every three 
active banks in the country in 1920. 

He renewed his recommendation looking to the extension of 
branch banking, and the enactment of legislation to remedy the 
fundamental weaknesses of our banking structure. ' 

The Secretary reviewed the picture of economic conditions: 

In this country the business decline commenced in the sumnler of 1929. 
By the end of the calendar year 1930 a depression of major proportions 
had been experienced. The major financial difficulties became acute at the 
end of May 1931, when the insolvency of the largest bank in Austria be¬ 
came known. In July the center of the international crisis shifted to 
England and between the middle of July and September 1931 about 
$1,000,000,000 of funds were withdrawn from the London mpket. Con¬ 
tinued withdrawals of funds necessitated England’s suspension of the 
gold standard. This action was followed by complete or partial suspen¬ 
sion of free gold movements by many other countries. The loss of confi¬ 
dence in foreign balances and the desire to strengthen their gold position 
caused many central banks and others to withdraw funds from this coun¬ 
try, with the consequence that the United States was in turn subjected to 
an unprecedented drain on its banking reserves, which brought the net 
loss of gold for nine months to about $1,100,000,000. 

The drain on our gbld from abroad, and domestic withdrawals of cur¬ 
rency for hoarding led to a period of acute credit contraction, particularly 
from September 1931, through the first quarter of 1932. During the nine 
months from September 1931 to June 1932, member bank loans and 
investments declined $5,000,000,000. After the passage of the Gla,ss- 
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Steagall Act, the Federal Reserve Banks increased their holdings of 
Government securities, and this increase not only offset heavy gold ex¬ 
ports but enabled the member banks to reduce their indebtedness at 
Reserve Banks. After the middle of June gold began to return to this 
country, and in the subsequent three months the stock of monetary gold 
showed an increase of about $300,000,000. By the end of October 1932 
short-term money rates in the.open market were below the unusually low 
levels of the summer of 1931. 

Practically the whole of the civihzed world was afflicted with 
financial difflculties. Debtor countries, relying upon their export 
surplus to provide funds to meet their foreign debts were unable to 
do so. “Moratoria” became the order of the day. Taxes were de¬ 
linquent and all business was stagnant. Farm commodities and 
values were estimated to be at their low level of memorable years. 
Proposals made in Congress to relieve distress by raising taxes or 
issuing bonds disturbed the confidence of investors. 

New York City issued $100,000,000 8-5 year 6% bonds at par, 
which subsequently were quoted at 88. In March a special issue of 
2% 1-year certificates was offered in connection with the Presi¬ 
dent’s campaign against currency hoarding. 

To check bank failures the Reconstruction Finance Corporation 
purchased from banks their preferred stock and other nonliquid 
assets. Secretary Mills had defined the Reconstruction Finance 
Corporation as “one of the most powerful and well conceived in¬ 
strumentalities ever devised to meet the greatest financial crisis, 
that ever confronted this nation.’’ Idle capital was allured into 
other securities as reports circulated that the market was being 
supported by Federal Reserve Bank purchases weekly of $100,- 
000,000 of short-term Government securities. 

The nation was deluged with credit without confidence to use it. 
Treasury bills yielding only .09%, and short-term certificates and 
notes were in conspicuous favor. On May 20 United States Gov¬ 
ernment securities maturing in two months were in such demand 
as to yield only .03%, while long-term securities showed an aver¬ 
age yield of 8.80%. 

Credit facilities were further enlarged by the Federal Home 
Loan Bank Act, approved July 22,1982. This addedjanother sys- 



200 Concerning U. S. Government Securities 

tem of banks to make loans on first mortgages covering residential 
property. Of considerable importance was a rider attached to this 
bill which “authorized national banks to issue national bank notes 
on the basis of all Government bonds carrying a rate of interest of 
S%% or less for a 3-year period terminating July 22, 1935.” This 
privilege caused a coincident advance in the market value of the 
specific Treasury bonds legally acceptable for such collateral use, 
namely, 3s of 1951-55, 33/gs of 1946-49, and 3^s of 1940-43, 
1941-43, and 1943-47. The ruling also accorded the circulation 
privilege to Postal Savings 23^s, Conversion 3s, and Panama 3s. 

Congress appeared blind to the inefficacy of its measures to re¬ 
vive business confidence. Its provincial poHcy of national isolation 
and its opposition to a reduction of the debts of foreign govern¬ 
ments to the United States were politically criticized as prevent¬ 
ing economic recovery and risking a return to an era of beans, beer 
and bicycles. Ingenuous comments were, “Whoever won a profit 
playing soUtaire?” and “You can’t raise a cow on her own milk.” 
A conflict between politics and economics was suspicioned. 

Investors with apprehension about the financial picture at home 
and abroad found some comfort in citing the Act of Congress, 
February 4,1910, that “any bonds and certificates of indebtedness 
of the United States hereafter issued shall be payable, principal 
and interest, in United States gold coin of the present standard of 
value.” 

In a campaign speech in September 1932, Mr. Roosevelt said. 

We are not getting an adequate return for the money we are spending 
in Washington, or to put it another way round, we are spending alto¬ 
gether too much money for Government services which are neither prac¬ 
tical nor necessary. In addition to this we are attempting too many func¬ 
tions and we need a simplification of what the Federal Government is 
giving to the people.. . . On my part I ask you to assign me the task of 
reducing the annual operating expenses of the National Government. 

Again in October, he said. 

If the nation is living within its income, its credit is good. But if, like a 
spendthrift, it throws discretion to the winds, and is willing to make no 
sacrifices at aU in spending, extends its taxing to the limit of the people’s 
power to pay, and continues to pile up deficits, it is on the road to 
bankruptcy., 
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The panic had vanished but neither the financial nor the eco¬ 
nomic crisis had been thoroughly passed. A change in sentiment, 
accompanied by a trial of domestic credit dosages, checked the de¬ 
cline in commodity prices, produced an upturn in security prices, 
and halted panicky liquidation. The Reconstruction Finance Cor¬ 
poration played an unprecedented, conspicuous part. It checked 
further liquidation of securities and commodities at progressively 
declining market prices and thereby prevented imminent whole¬ 
sale bankruptcy among banking institutions. 

Accumulations of idle funds in banks, generally subject to de¬ 
mand withdrawals, caused a demand for Treasury bills on a 
safety-first basis. Yields were of slight importance. Fimds were 
virtually warehoused without charge or revenue and without hope 
of appreciation, solely for protection and safety. 

The Federal Reserve System’s open market operations main¬ 
tained cheap credit by purchasing short-term Government issues 
at abnormally low yields. This starved the market supply of such 
issues and made 4 necessary for investable funds to compete for 
the no-yield certificates, or to be placed in long-term bonds and 
notes with their accompanying greater market risk. After each 
subsequent Treasury offering, made especially suitable for banks, 
the market invariably advanced. As issues were subjected to nota¬ 
ble market manipulations, speculators paid premium prices for the 
allotments of new Government issues which subscribers expected 
to receive and which they never intended to retain as investments. 

In December the offering of $600,000,000 Treasury certificates 
and notes was oversubscribed eighteen times and established a 
new low record for the interest rate paid by the Government, 
namely, for one year, and 2M% for four years. Customarily, 
the Treasury had made full allotments to subscribers who ten¬ 
dered in payment their maturing obligations. Cash subscribers con¬ 
sequently received small or no allotments. To correct that practice 
and its market influence which encouraged speculation and mar¬ 
ket manipulation, this last flotation restricted the holders of the 
maturing issues to an allotment of only 60% of the amount of the 
new issue for which they subscribed. 
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Concerning U. S. Government Securities 


Extracts from an Address, April S5,19S2, hy 

Honoeable Ogden L. Mills, 

Secretary of the Treasuryy 

summarizing the period preceding and during 
the depression years 1931S2 

We have been and are still going through the most severe depression 
ever experienced in this country. We have to go back over a hundred 
years to find anything to approach it, and in those days the accumula-' 
tions of capital were relatively small, the great bulk of the population 
living on farms was self-sustaining, and such financial crises as were 
known back of the 1830’s, must in the very nature of things have been 
relatively less severe. 

Whatever the original and the primary causes of this depression in its 
later phases, the clear and outstanding fact is that financial elements 
thrust themselves violently into the picture a year ago, and have since 
dominated it. 

The insolvency of the Credit-Anstalt last May set in motion a chain of 
events which in the rapidity of their sequence and the violence of their 
cumulative effects were unparalleled. The dramatic disclosure of the 
weakness of this great banking institution in Central Europe and the 
impending failure of Austrian credit at once undermined the credit struc¬ 
ture of its great neighbor, Germany. A complete coUapse-occurred of the 
normal functioning of the financial machinery in Germany, and the ma¬ 
chine had to be taken over largely by the Government. By that time, 
confidence throughout the world had been thoroughly well shaken. The 
forces of disintegration next attacked the world’s financial citadel,, the 
stronghold that throughout centuries had stood unassailable, the ac¬ 
cepted symbol of financial security. Within a few weeks London was com¬ 
pelled to capitulate and Great Britain went off the gold standard. Then 
the wave of destruction rolled forward once more, seeking to tear down 
and engulf the credit of the United States and the American dollar. That 
battle was won, but the cost was heavy. When the battle was over— 
not so very long ago — the gold resources of the United States were over 
$700,000,000 lower, hundreds of banks had failed, the banks were heavily 
in debt to the Federal Reserve System, and currency was being hoarded 
on an immense scale. 

All of these factors constituted a tremendous drag upon the country’s ’ 
economy, under the effects of which the production and distribution of 
goods and prices of commodities and securities plunged to new low 
depths. But for this series of events, recovery from our depression might 
well have begun many months ago. 

The weakest spots in our banking and business structure have been 
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eliminated. The Nation, the States, and the cities are attacking the 
problem of budgetary equilibrium with increased vigor. 

Between September 1931 and March 1932, prices have declined by 
about 7%; production by 9%, whereas loans and investments of weekly 
reporting inember banks were about 12% lower, and their deposits 16% 
lower. 

A vicious circle had been set up. Banks were failing. Every bank that 
failed frightened depositors. The withdrawal of deposits frightened the 
banks. The banks in turn sought to make themselves liquid'-—that is, 
they sold investments, called loans, and stopped making new loans. As 
this movement proceeded the prices of bonds fell progressively to lower 
levels, weakening the position of all banks holding them as a secondary 
reserve, and carrying a threat to other fiduciary institutions. All of this 
meant an enormous contraction of credit. 

The wave of fear and the tide of deflation has to be turned back. The 
only way that I know to bring adequate relief to the people of the 
United States is to set in motion forces that will make economic recovery 
possible. 

The first step was the organization of the National Credit Association 
through which in effect the banks of the country voluntarily organized so 
as to mobilize their resources for mutual assistance. It saved many banks 
from failure. 

Weiiext saw the creation of the Railroad Credit Corporation, intended 
to assist the weaker railroads in meeting their fixed obligations and the 
enactment of a law increasing the capital of the Federal Land Banks, 
with a view to strengthening the credit position of these great agricultural 
institutions and to permit the continuance of a liberal policy towards 
agricultural borrowers. ' 

Then came the creation of the Reconstruction Finance Corporation. 
What the Government did in creating the Reconstruction Finance Cor¬ 
poration was to put the credit of the Government itself back of the 
national credit structure. 

But if it was necessary to put the credit of the National Government 
back of the private credit structure of the country, it follows as a neces-, 
sary corollary that it is even more vitally essential to preserve unim¬ 
paired the credit of the National- Government. Directly and indirectly, 
our private credit structure and our monetary system are inextricably 
tied to the credit of the National Government. No greater blow could be 
dealt to National confidence and to the National credit than the failure 
of the Federal Government in times like these to follow a sound financial 
policy and to balance its budget. 

This means for.the Government drastic economies; for, the people, an 
additional burden of taxation. 

Next, in order, the Glass-Steagall Bill is deserving of mention. The pur¬ 
pose of this law is two-fold: During the period of emergency to make the 
credit facilities of the Federal Reserve System available to member 
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banks, whose eligible paper has been exhausted, by permitting them to 
borrow on sound assets. It relieves the member banks of the necessity of 
selling investments and calling loans to make themselves more liquid, 
and tends to make the banks more willing to lend freely. 

The second and more impprtant feature of the Glass-Steagall law is 
that which frees the large supply of gold held by the Federal Reserve 
System in excess of the 40% gold reserve against notes required by law, 
but tied up as collateral cover for Federal Reserve notes issued. This 
change in the law without reducing the legal reserves of the Federal Re¬ 
serve Banks released something like one billion dollars of gold, and at the 
same time puts the Federal Reserve Banks in a position to make credit 
much more freely available to the country. 

We have lost since September approximately $640,000,000 in gold, and 
in addition currency still hoarded must be well in excess of $1,000,000,000. 
The Federal Reserve program of buying Governments, which has been in 
progress now for some weeks, would thus be fully justified on the grounds 
of replacing exported gold and hoarded currency. 

With the collapse of our banking system definitely halted and with our 
commercial and industrial organization still in a state of extreme strain, 
what would appear to be required now is the stimulus of credit expansion, 
supported by a liberal policy of the Federal Reserve System, such as it is 
pursuing at present. With a gradual restoration of confidence at home, 
with greater stability abroad, with a new banking law increasing the 
amount of disposable gold, the situation is auspicious for carrying through 
an easy money policy as long as it remains under control, and does not 
develop into uncontrolled inflation. The means of control lie in our 
official banking organization. 


Extracts from the reported divergent opinion as expressed hy 
Senator Carter Glass, 

the promoter and defender of the Federal Reserve Act^ 
November 19S2 

Contrasted with President Hoover’s statements in his endeavor to re¬ 
gain the lost favor of the American people, Aesop’s Fables deserve to 
rank as an accurate history of things that actually occurred in J.931 and 
1932. 

The Administration has converted the Treasury art Washington into a 
national pawnshop and infected the central Government with the fatal 
germ of financial socialism. The minions of Federal bureaucracy are 
given fuU sway to distribute huge sums of money picked from the pockets 
of the American people. 
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The Administration insists that the collapse in the United States “was 
superinduced by economic convulsions abroad’’ and that this country 
was the unavoidable victim of European disturbances. This is a strange 
doctrine from those who have persisted in a policy of isolation of the 
United States so severe as that we must not participate with aU other 
nations in promoting the peace of the world; but must pursue a detached 
and independent course in all things. 

In 1921 we were started forth on a prolonged era of cheap money and 
unrestrained speculation. President Coolidge actually boasted of the 
cheap credit policy of the Administration at a time when caution was 
essential. Bureau upon bureau was set up to expand expensive Federal 
activities and agency after agency to enable groups of people to readily 
increase the measure of their indebtedness; and, not satisfied with the 
domestic expansion, they induced our people to engage in an orgy of 
foreign speculation. That volume of foreign securities was estimated as 
$10,000,000,000, equal to two-thirds of the entire bonded indebtedness of 
the United States. 

The portfolios of interior banks were filled with this immobile junk so 
that when the crash came these banks were in a state of paralysis, utterly 
unable to respond to the legitimate requirements of their respective com¬ 
munities. There resulted an era of bank failures .unprecedented since the 
foundation of the Republic. The Federal Reserve Banking System, for 
five years or more, gave more attention to stabilizing the finances of 
Europe than it gave to the requirements of American commerce and 
industry. ^ 

The very spirit and text of the Federal Reserve Act indicate that the 
system was set up solely for the purpose of rendering assistance to our 
own commerce and industry. Its credit and currency were intended to 
rest upon business transactions in the United States. The Federal Re¬ 
serve Banks were further misused for stock gambling purposes. With Mr. 
Andrew W. Mellon, as Chairman of the Board, ten of the largest banks in 
New York alone were given access to $750,000,000 of Federal Reserve 
credits in a single six-month period. 

The open market provision of the act was put in for emergency pur¬ 
poses, with no particle of expectation that it would ever be put to stock¬ 
gambling uses; but under the administration of Secretary Mellon the 
system was largely driven away from its commercial and industrial pur¬ 
poses and made a medium for speculative investment' activities until, 
during the Coolidge administration, broker^’ loans reached the stu¬ 
pendous total of $8,000,000,000, and yet the Secretary of the Treasury 
now talks about our trouble as having originated in Europe. Ten days be¬ 
fore the crash of October 24, 1929, the Secretary of Commerce denied 
rumors that a severe depression in business and industrial activity was 
impending. The day after the crash President Hoover was quoted as say¬ 
ing, “The fundamental business of the country is on a sound and prosper¬ 
ous basis.” 
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Secretary Mills says our “panic” originated in Europe with the failure 
of a great bank in Austria eighteen months after the “panic” started in 
New York. He ascribed our financial troubles over here to England’s , 
abandonment of the gold standard, whiqh took place exactly two years, 
lacking one month, after the enveloping crash on the New York Stock 
Exchange. 

Ten million idle men were tramping the streets and countrysides of the 
United States before the bank failure in Austria and before the abandon¬ 
ment of the gold standard by England. The only thing that Europe 
had to do with the situation was to stand by in consternation while we 
created a tariff wall which literally wrecked our trade with the nations 
of every other continent. 

The Smoot-Hawley-Grundy Tariff Act was responsible for unemploy¬ 
ment along with the legislative bastard known as the Farm Board Act. 
These measures have reduced the American farmer to the point of penury. 

The “panic” was not caused by the World War nor European dis¬ 
turbances. In 1922 we had largely gone through the process of liquidation 
and of deflation in financial, commercial and industrial enterprise. The 
country was prepared to go forward in an orderly fashion when the 
speculators seized the reins, under the influence of the Administration, 
which embarked us on a career of inflation that carried us over the preci¬ 
pice. The World War had no more to do with this, nor Europe either, 
than the conquest of Gaul by Caesar. 

The next expedient in order was the promotion of the National Credit 
Corporation, making itself responsible for the use of $500,000,000 to 
acquire the frozen assets of threatened banks and prevent continued 
failures. 

It was suspected at the time that this corporation would be permitted, 
as was subsequently proposed, to dump its frozen assets in the lap of the 
Federal Reserve banking system. Those of us responsible for legislation in 
Congress set our faces severely against anything of the kind. At a secret 
meeting it was definitely promised that a Government agency would take 
over the acquired assets of the Corporation. And in a round-about way, 
this has been done; because the Reconstruction Finance Corporation, 
using exclusively the public fxmds, has already taken in excess of 
$100,000,000 of the assets of the National Credit Corporation by ex¬ 
tending loans to banks throughout the country to enable them to repay 
the loans made by the National Credit Corporation under the secret prom¬ 
ise of the President and his Secretary of the Treasury to take over these 
loans. 

The National Credit Corporation did practically nothing for months, 
until prodded into action by a threatened Congressional inquiry. Great 
banks were failing at its very doorsteps' in the East. Hence, the President 
was compelled by this inaction to suggest a revival of the old War Fi¬ 
nance Corporation, organized under the Wilson administration to assist 
industries that were contributing to the conduct of the war. The Hoover 
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idolaters acclaim his great genius for devising this instrument of relief. 
The act is almost a complete paraphrase of the act drawn by the Treasury 
Department Under Mr. Wilson. Even at that, the bill as sent up from the 
Treasury was saturated with unsoxmd and dangerous provisions. Under 
the terms of this resurrected corporation $2,000,000,000 were made eligi¬ 
ble for purchase and rediscount at the Federal Reserve Banks. 

President Hoover saw a temporary renunciation of the gold standard 
in England on September 21, 1931, and imagined that it caused the 
failure of over five thousand banks in the United States before September 
21, 1931. 

, No attempt -was made to reduce expenses of the Government until 
nearly three years after Mr. Hoover was inaugurated. The President 
seemed to think the nation could squander itself into prosperity. Taxes 
had been abolished which should have been retained. Four million tax¬ 
payers, at one swipe, had been released from all obligation to their 
Government. 

The Federal Reserve Banking System was devised and adopted under 
the administration of Woodrow Wilson. This is the Democratic measure 
that has saved this country from total wreck and that now, under wise 
administration, will make recovery possible. 

Mr. MiUs tells us that stock prices and bond prices have recently 
“moved up.” If they moved at aU they had to move up, because under 
the present administration they were, like McGinty, at the bottom of the 
well. Mr. Mills failed to teU the country that while there was a slight in¬ 
crease in the value of Stock Exchange securities there was a pitiful actual 
decrease in all commodity prices and that the products of field and fac¬ 
tories are at the lowest ebb in the entire economic life of the nation. 

1933 Early in the year banking difficulties which had been de¬ 
veloping since the beginning of the depression became intensified. 
With the recurrence of bank failures and deposit withdrawals the 
Federal Reserve System was called upon to meet large demands 
for currency and gold, so that, at the time when all the banks were 
closed early in March, member bank reserves had been drawn 
down to a low level, and Reserve Bank credit outstanding and 
money in circulation were in the largest volume on record. The 
crisis was occasioned not by a shortage of currency but by loss of 
confidence in the solvency of banks and by a depreciation in bank 
assets consequent upon the drop in prices of all classes of property 
caused by the depression. 

Banking authorities in the different States had been obliged to 
adopt emergency measures from the beginning of February: On 
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February 4 a 1-day holiday was declared in Louisiana to permit 
large New Orleans banks to raise funds and make readjustments 
necessary to enable them to continue to meet their obligations. On 
February 14 a 4-day banking holiday was declared in Michigan to 
enable banks in Detroit to make similar arrangements and to pro¬ 
vide in the interim, as stated in the Governor’s proclamation, “for 
the equal safeguarding without preference of the rights of all de¬ 
positors.” Declaration of holidays in the various States had by 
March 4 closed or placed under restrictions practically all banks in 
the country. Federal Reserve Banks also observed State holidays 
and closed on March 4. All leading exchanges ceased Operations 
and business in general was practically at a standstill. On March 6 
the President issued a proclamation declaring a nation-wide bank 
holiday to continue through the four days endiag March 9. 

The proclamation declared that there had been heavy and un¬ 
warranted withdrawals of gold and currency and extensive specu¬ 
lative activity in foreign exchanges, which had created a national 
emergency, and the bank holiday was ordered to prevent a con¬ 
tinuation of such hoarding and speculation. During the holiday 
banks were not to pay out any coin, bxillion, or currency, or to 
transact any other banking business whatsoever, except as might 
be permitted by the Secretary of the Treasury. The Secretary of 
the Treasury was authorized to permit banks to perform any or 
all banking functions, to require or permit the issuance of clearing¬ 
house certificates, and to authorize special trust accounts for re¬ 
ceipt of new deposits. 

After the middle of March, the reopening of banks and the re¬ 
turn of confidence resulted in a rapid return flow of currency to 
the Reserve Banks. In the middle of May the Federal Reserve 
Banks resumed tiie policy of purchasing Government securities for 
the purpose of encouraging business recovery by increasing the 
excess reserves of member banks, which reached a level of $800;- 
000,000 in October. 

On March 10 the export of gold was prohibited. On April 5 an 
Executive Order prohibited the hoarding of gold coin, gold bul¬ 
lion, and gold certificates, and-required anyone holding such gold 
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or gold certificates in excess of $100 to deliver the excess to a Fed¬ 
eral Reserve Bank before May 1. The Secretary of the Treasxiry 
stated, in effect, it was a duty owed by all citizens in the emer¬ 
gency, as the gold could be used by the Federal Reserve Banks as a 
basis for currency and credit. On December 28, the Secretary of 
the Treasury revoked the $100 exemption, and from that date 
no gold coin— excepting coin having a recognized value to col¬ 
lectors—could be legally held. 

Legislation enacted in May authorized the President within 
certain limitations to change the gold content of the dollar. Fur¬ 
ther legislation on June 5 declared that payment in gold for any 
dollar obligation was against public policy, and prohibited the in¬ 
clusion of gold clauses in obligations that might be incurred there¬ 
after, including obligations of the United States, except currency, 
and abrogating such clauses in obligations already outstanding. 

The Banking Act of 1933 (June 16) imposed many new responsi¬ 
bilities upon the Federal Reserve Banks and the Federal Reserve 
Board, including regulation of the volume of security loans by 
member banks, and requiring the Board to exercise special super¬ 
vision over the foreign relations of the Federal Reserve Banks. 
Member banks were forbidden to be dealers in securities, required 
to divorce security affiliates,* forbidden to pay interest on deposits 
payable on demand, and subjected in respect to interest on time 
deposits to limitations to be prescribed by the Federal Reserve 
Board. The act provided for a plan, effective at the end of the year, 
for insuring deposits up to $2,500 for any depositor m any partici¬ 
pating hank. All member banks were required to participate in the 
plan and nonmember banks were authorized to participate under 
certam conditions. The Federal Reserve Banks were required to 
invest an amount equal to one-half of their surplus m stock of the 
Federal Deposit Insurance Corporation. 

During the year, taken as a whole, the Reserve Banks pur- 

*After one year from date of enactment of the Banking Act of 1933, all member banks 
were prohibited from being aflBliated with any corporation, association, etc,, engaged in 
underwriting or distributing any investment securities. These limitations did not apply to 
United States Government obligations and general obligations of any State or political 
subdivision thereof. 
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chased $580,000,000 of Government securities. These open market 
operations were conducted primarily for the direct purpose of 
biiilding up excess reserves of the member banks with a view to 
further easing conditions in the money market and encouraging 
the banks to adopt more liberal lending and investing policies and 
so to facilitate business recovery. 

As of December 31, 1933, the Federal Reserve Banks shewed 
total holdings of $2,437,490,000 United States Government se¬ 
curities. Of this amount $2,223,150,000 were bought outright in 
the System investment account. 

Commodity prices at the end of the year were about 20% 
higher than at the begiiming, and at the highest level since the 
autumn of 1931. 

From Mab. 4, 1933 to Dec. 31, 1933 

WILLIAM H. WOODIN, SECRETARY OF THE TREASURY 
(Franklin D. Roosevelt—President) 

Secretary Woodin reported that during the fiscal year ended- 
June 30, 1933, total receipts, exclusive of trust fund items, were 
$2,079,696,742. Miscellaneous internal revenue receipts consti¬ 
tuted 41% of total receipts, the largest proportion since 1924, 
while the percentage derived from income taxes was less than in 
any of the preceding nine years. 

Total expenditures (including net payments on account of pur¬ 
chases of notes of the Reconstruction Finance Corporation aggre¬ 
gating $1,277,038,168 in 1933 and $267,735,209 in 1932) amounted 
to $5,142,953,627. Expenditures for public works amounted to 
$474,000,000 and for national defense and war veterans, $1,502,- 
000,000. Through the fiscal year the obligations of the Reconstruc¬ 
tion Finance Corporation were not sold in the market but were 
deposited as evidence of advances from the Treasury, which in 
turn obtained the required funds through the sale of its own 
obligations. 

The gross public debt outstanding was $22,538,672,560 and 
showed an increase of $3,051,670,116. 
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Banks Sell Preferred Stock 

On March 9, the President asked Congress, called in extra ses¬ 
sion, for the immediate enactment of legislation to clarify and 
augment the authority of the President in a period of national 
emergency and to promote the reestablishment of banking facili¬ 
ties. Legislation was enacted on the same day granting to the 
President the powers requested. 

The Emergency Banking Act of March 9,1933, authorized the 
Reconstruction Finance Corporation to purchase, or loan on the 
security of, the preferred stock of national banks, State banks, 
and trust companies, if funds were needed for organization or re¬ 
organization. 

The act further broadened the authority of the Federal Reserve 
Banks to issue currency by an amendment to the Federal Re¬ 
serve Act which authorized, during the emergency, the Federal 
Reserve Banks to issue Federal Reserve bank notes, against the 
security of any direct obligations of the United States, or against 
the security of (and up to 90% of the estimated value^f) any 
notes, drafts, exchanges, or bankers’ acceptances acqmred under 
the Federal Reserve Act. 

After passage of the banking act, the President continued the 
bank holiday until further proclamation. Under a schedule an¬ 
nounced on March 11, licensed banks located in Federal Reserve 
cities were authorized to resume operations on’March 13; those in 
cities having an active, recognized clearing-house association, on 
March 14; and those located elsewhere, on March 15. This pro¬ 
gressive plan, which contemplated further reopenings on subse¬ 
quent dates, afforded time for shipments of currency from reserve 
bank centers. 

Title III of the Agricultural Adjustment Act, approved May 
12, 1933, authorized the President for a period of six months to 
accept silver at a price not to exceed fifty cents an ounce from 
foreign governments in payrqent of principal or interest due on 
account of indebtedness to the United States. The law required the 
issuance of silver certificates agaiust any silver so received to the 
total number of dollars to which such silver was accepted from 
foreign governments in payment of debts. 
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The same title also gave broad authority to the President, upon 
determination of the existence of certain conditions, to require the 
Secretary of the Treasury to enter into agreements with the Fed¬ 
eral Reserve Banks and the Federal Reserve Board for the pur¬ 
chase of additional United States obligations in an aggregate 
sum of $3,000,000,000, and, under certain conditions and limita¬ 
tions, to require the issuance of United States notes—not to ex¬ 
ceed $3,000,000,000 to be outstanding at any one time—for the 
purpose of meeting maturing Federal obligations and of purchas¬ 
ing interest-bearing obligations of the United States. The Presi¬ 
dent was also given authority under limitations to take action with 
regard to the content and coinage of the gold and of the silver 
dollar. The title as amended on June 5,1933, also gave all monetary 
issues of the United States the same legal tender status, providing 
that: 

AU coins and currencies of the United States (including Federal Re¬ 
serve no^es and circulating notes of Federal Reserve Banks and national 
banking associations) heretofore or hereafter coined or issued, shall be 
legal tender for all debts . . . except that gold coins, when below the 
standard weight and limit of tolerance provided by law for the single 
piece, shall be legal tender only at valuation in proportion to their actual 
weight. 

Pending the inauguration of President Roosevelt, industry was 
stagnant; an estimated 14,000,000 were unemployed. Because 
banks in various States had restricted withdrawals, public confi¬ 
dence was at a low level. Municipal bond issues were defaulting 
and were quoted at prices to show the highest yield level on record. 

The doU^-devaluationists were counting on the expectation 
that President-elect Roosevelt would devalue the dollar, but he 
declined to declare his intention or position when requested by 
President Hoover to do so. 

Then the investing public witnessed the introduction of radical 
political and financial prescriptions. In June, Congress repudi¬ 
ated the gold clause applicable to contracts and Government 
securities. Any obligation specifying payment in gold could thence¬ 
forth be discharged by payment in any currency which is legal 



Gold Clause Repudiated 213 

tender for public and private debts. Repudiation of the gold 
clause was a distinct shock to the financial world, which labeled it 
a Government breach of contract. An adviser to the President 
stated, 

The dollar has to be rubber either as to weight or value. It cannot have 
a fixed weight and also a fixed value. The proposal (the compensated 
dollar, i. e., changing the gold content of the dollar in direct proportion to 
changes in the price level) would give it a fixed value and a rubber weight. 

A foreign financier commented, "‘What would you say of an 
engineer or an architect who worked with an India rubber foot 
rule?” President Roosevelt reiterated that the definite policy of 
the Government “has been to restore commodity price levels and 
when the price level has been restored we shall seek to establish 
and maintain a dollar which will not change its purchasing and 
debt-paying power during the succeeding generation . . . the 
United States must take firmly in its own hands the control of the 
gold value of our dollar. . . . Whenever necessary to the end in 
view, we shall also buy or sell gold in the world market.” 

The public continued fearful of fiat (“say so”) money, which 
would be baptized with the Government’s promise of redemption. 
Conservative investors anticipating inflation alluded to Columbus, 
who— 

Started on an uncharted voyage; 

He did not know where he was going; 

, When he found land, he did not know where he was; 

When he returned home, he did not know where he had been. 

Policies for economic and social reforms characterized the ex¬ 
perimental theories of the Administration as the “New Deal.” The 
National IndustriarRecovery Act of June 16, 1983, effective in 
December, was applied to regulate production, wages and hours of 
labor, and create employment. Its spokesman stated, “In sixty 
days we shall know whether the recovery program is a success or 
whether we are on the way to economic hell.” A quasi socialistic 
revolution was being launched. 

Many persons appeared hypnotized by the heralded unproven 
political and economic programs. However, increased wage rates. 



214 Concerning U. S. Government Securities, 

accompanied by increased living costs, when not accompanied by 
increased production, were not recognized as leading to greater 
employment. No administration could oblige people to employ 
labor unprofitably for more than a short time. Theoretical illu¬ 
sions, miracle maneuvers, and political interference with all busi¬ 
ness possessed mob-appeal. Politicians were likened to the sun 
dial, which shows the hour only when the sky is clear; in cloudy 
weather the instrument is useless. 

Some sentiments expressed by officials and economists at home 
and abroad were: 

Mr. Roosevelt has been fortunate enough to call upon the waves to 
advance when the tide was at low ebb. If he tries to check them when 
the winds are spreading, he may have no more success than did King 
Canute. 

If the planned economy succeeds in attaining its objective of raising 
food prices it will not be tolerated by the community; and if it fails it will 
prove to be a costly experiment not only to the farmer but also to the 
public. 

The administration is defying the laws of economics by compelling 
industries to raise the costs of production. 

We (British) have terminated our scheme for dealing with the unem¬ 
ployed by way of capital expenditure works, and we shall not reopen 
these schemes, no matter what may be done elsewhere. 

It is not possible to create an international increase in price levels by 
artificial means if there is no. healthy demand impinging upon supply. 

The policy of isolation is futile and foolish. All countries should stimu¬ 
late the natural sources of employment, restart the wheels of industry 
and commerce and so build up consumer power that the rise in price will 
of necessity follow. 

The World Economic Conference must establish order by the stabiliza¬ 
tion of currencies, the free flow of world trade, and international action 
to raise price levels. It must supplement individual domestic programs 
for economic recovery by wise, considered international action. 

President Roosevelt did not favor any conference arrangement 
for doUar stabilization in relation to other currencies. 

On January 23, 1933, before the close of President Hoover’s 
administration, the Treasury offered 5-year 2^^% notes. On 
March 3, the average rate accepted for 90-day Treasury bills was 
the equivalent of a 4.75% basis. 

While the open market purchases of Government securities by 
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the Federal Reserve System were timed to provide cheap credit, 
the market supply of Government securities became starved. The 
banks’ objective was the utmost liquidity. 

After the “bank holiday” the Comptroller of the Currency and 
State oflBcials segregated the slow from quick assets of banks and 
allowed a bank to operate freely only against its quick assets, 
while limiting withdrawal of deposits to the extent of its slow assets. 
That caused a shifting of Government security holdings more 
rapidly than could have occurred by any other visible influence. 
As banks needed funds to meet deposit withdrawals they sold 
Government securities. Coincidentally, as the public sought safety 
for their withdrawn funds they purchased Government securities. 

Support of the Government security market by the Federal Re¬ 
serve Banks during the emergency, similar to the support given to 
the market by central banks abroad during the war, was proper, 
vital, and inevitable. Such acquisitions maintained the Govern¬ 
ment’s credit and protected the market for the bonds. A firm mar¬ 
ket prevailed, producing a range of yields from .15% to 3.30%, 
which was ample testimony of public confidence. 

The Home Owners’ Loan Corporation was created by Act of 
Congress and became a law on June 13, 1933. The entire real 
estate structure was in peril and the values and earning power of 
property stood at devastating lows. To prevent mortgage foreclo¬ 
sures, loans by the Corporation provided funds from sales of 4% 
bonds, the interest of which bonds was guaranteed by the United 
States Government. 

In August the Treasury refunded a portion of its short-debt into 
8-year 334% bonds of 1941, and the acceptance of a considerable 
oversubscription for cash simplified the Treasury’s problem. 

On October 15,1933, the Treasury exercised its option and called 
for payment of approximately $1,850,000,000 Fourth Liberty 
Loan 434 % bonds. At the same time, $500,000,000 334% bonds of 
1943-45 (bearing a special interest rate of 434% for one year and 
334 % thereafter) were offered for cash subscription at 10134 - 
Holders of all Fourth Liberty Loan 434% bonds were invited to 
convert into the new issue on a par-for-par basis. 
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The public’s interpretation of the President’s radio address on 
October 32 produced confusion regarding his monetary policy. The 
reaction was a growing fear that the President might resort to 
currency inflation, in which event national credit would be jeop¬ 
ardized or wrecked. Confidence in the Administration’s monetary 
policy received a jolt. Individuals, corporations, and banks feared 
their investments in Government securities would suffer serious 
shrinkage in market value, and the dikes of supply were opened to 
flood the feeble demand. A temporarily demoralized market 
followed within three weeks. 

The member banks of the Federal Reserve System, the principal 
holders of Government securities, withheld support. Idle cash was 
preferable to unsteady Government bonds, although cash and 
bonds would suffer alike under currency inflation. Activity was 
paralyzed. Within a period of three weeks (October 31-November 
10) following the President’s speech, all outstanding Liberty and 
Treasury bonds, notes and certificates declined over $493,000,000 
in market value (an average shrinkage of 2.40%). The shrinkage 
in bonds was 2.52%, notes 2.67%, and certificates .17%. 

The Prohibition Law was repealed on December 5, 1933. 

1934 Outstanding developments m the monetary and banking 
field in 1934 were revaluation of gold at a rate of $85 per ounce; a 
large volume of gold imports; expansion of bank deposits, reflect¬ 
ing chiefly Government spending; and further progress in the work 
of rehabilitating the banking structure. As a result of large gold 
imports during the year, reserve balances held by member banks 
of the Federal Reserve System rose to a new high levdi. Notwith¬ 
standing ah increase in reserves required as a result of the in¬ 
crease in deposits, balances held by member banks in excess of 
requirements rose to the highest level on record. 

Federal Reserve Bank holdings of United States securities re¬ 
mained unchanged during the year. 

In line with the general decUne in money rates, most of the 
Federal Reserve Banks reduced their discount rates in the early 
part of the year and again in the last few weeks’ of the year. In 
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December the Board fixed at 2)^% the maximum rate of interest 
that member banks could pay on time and savings deposits after 
January 31,1935. This was a reduction from 3%, the rate in effect 
since November 1933. 

The abundance of funds seeking employment was reflected in 
continued declines in interest rates. Yields on long-term Treasury 
bonds declined to below 3% and yields on high-grade corporate 
bonds were at approximately the lowest levels of this century. 

Developments in 1934 were all in the direction of easier credit 
conditions. The expansion of excess reserves during the year, 
which was caused chiefly by gold imports, was not accompanied 
by an increase in bill or security holdings of the Federal Reserve 
Banks that could be sold for the purpose of absorbing the excess 
reserves, if that should become desirable. With this limitation on 
the System’s power to reduce member bank reserves by the sale of 
assets in the open market, the System’s ability to restrict credit 
expansion, if it should become excessive, rests chiefly on new 
powers conferred upon it by recent legislation. Among these are 
the power in an emergency and with approval of the President to 
raise reserve requirements of member banks, provided in the Act 
of May 12, 1933; authority to restrain speculative activities of 
member banks under different provisions of the Banking Act of 
1933 (which became effective January 1, 1934); and control of 
margin requirements on security loans by brokers and by banks, 
granted by the Securities Exchange Act of 1934. To prevent the 
excessive use of credit for the purchasing or the carrying of secu¬ 
rities, the latter act required the Federal Reserve Board from time 
to time to prescribe rules and regulations with respect to the 
amount of credit that could be extended and maintained on any 
security (other than an “exempted security”) registered on a 
national securities exchange. ’ ‘ 

By the Congressional Act of June 19,1934, the Federal Reserve 
Banks and the Reconstruction Finance Corporation were author¬ 
ized within prescribed limits to, make crecflt available for the pur¬ 
pose of supplying working capital to established industrial and 
commercial businesses. 
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By the end of 1934, nearly all banks closed during the bank 
holiday in March 1933 had been licensed to resume operations, 
reorganized, or placed in the hands of receivers for liquidation. 
The reopening of banks was facilitated by the purchases of pre¬ 
ferred stock, capital notes and debentures by the Reconstruction 
Finance Corporation. Suspensions of licensed banks in 1934 were 
fewer than for any year since 1920, numbering fifty-seven, with 
deposits of $36,937,000. There were eight other suspensions among 
banks participating in Federal deposit insurance. 

Under the terms of the Gold Reserve Act of 1934, on January 30 
title to all gold held by the Federal Reserve Banks was transferred 
to the United States Government at a valuation of $20.67 an ounce 
in exchange for an equivalent amount of gold certificates. On Jan¬ 
uary 31 the President by proclamation reduced the weight of the 
gold dollar from 25.8 grains to 15%i grains of gold nine-tenths fine, 
thereby establishing the gold content of the dollar at 59.06% of its 
former weight and raising the price of gold from $20.67 to $35 a 
fine ounce. The res\ilting increase in the value of gold held by the 
United States, amounting to about $2,800,000,000, accrued to the 
Treasury. As a result of revaluation of the dollar and of large gold 
imports after January, the monetary gold stock of the United 
States increased in 1934 by $4,200,000,000. 

Under the Silver Purchase Act of June 19, 1934, the Secretary 
of the Treasury was directed to purchase silver at home or abroad, 
provided that no purchase should be made at a price in excess of 
the monetary value of the silver (approximately $1.29 per fine 
ounce), and that no purchase of silver situated in the Continental 
United States on May 1,1934, shoiild be made at a price in excess 
of fifty cents per fine ounce. The President, on August 9, ordered 
that with certain exceptions all silver situated in the United States 
should-be delivered to the mints within ninety days in exchange 
for currency at the rate of approximately fifty cents per fine ounce 
of silver.* (The act also imposed a tax at the rate of 50% of any 
profit on all transfers of any interest in silver bullion, with certain 

*Tliis order was revoked on April 28, 1938, together with other Executive and Treasury 
orders regulating the holding, import and export of silver. 
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exceptions, on or after May 15,1934.) Against the cost of the silver 
acquired and against silver held in the Treasury on June 14 with a 
monetary value of about $80,000,000, the Treasury issued silver 
certificates and a small amount of coin. 


From Jan. 1, 1934 to July %% 1945 

HENRY MORGENTHAU, Jr., SECRETARY OF THE TREASURY 
(Franklin D. Roosevelt, Harry S. Truman—Presidents) 


For the fiscal year ended June SO, lpS4, Secretary Morgenthau 
reported that total receipts were $3,115,554,050, and general and 
emergency expenditures aggregated $7,105,050,085. 

The gross public debt amounted to $27,053,141,414, an increase 
of $4,514,468,854. The computed annual interest charge on the 
interest-bearing debt outstanding on June 30 was increased about 
$100,000,000, and the computed rate was reduced from 3.350% 
to 3.181%. 


In addition to direct obligations, there were outstanding indirect 
obligations of Government agencies in the nature of contingent 
liabilities (guaranteed as to principal and interest, with the excep¬ 
tions noted), as follows: 


$312,000,000 

235,000,000 

134,000,000 

612,000,000 


331,000,000 


Federal Farm Mortgage Corporation bonds. 
Reconstruction Finance Corporation notes 
Home Owners’ Loan Corporation bonds 
Home Ovmers’ Loan Corporation bonds (guar¬ 
anteed only as to interest but exchangeable 
until October 27 for fuUy guaranteed bonds) 
Federal Land Bank bonds (guaranteed as to 
interest but not as to principal) 


The Federal Farm Mortgage Corporation was created by the 
Act approved January 31,1934, for the purpose of facilitating the 
financing of farm loans by the Federal Land Banks and by the 
Land Bank Commissioner. 

Prior to the Gold Reserve Act of 1934, actions with respect to 
the regulation of the acquisition, holding, and export of gold, from 
March 6,1933, to January 31, 1934, were by Presidential Procla¬ 
mations, Executive and Treasury orders. 

The Secretary stated that beginning February 1, he would buy 
foreign or domestic gold bars, also sell gold at the rate of $35 an 
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ounce *‘upon terms which the Secretary of the Treasury deems 
most advantageous to the public interest/^ 

The Gold Reserve Act of 1934 contained the following provisions: 

Title to all gold coin and gold bullion of the Federal Reserve Board, 
the Federal Reserve Banks and Federal Reserve agents is vested in the 
United States Government, for which credits in the United States Treas¬ 
ury in equivalent dollar amounts are established; 

Except to the extent permitted in regulations issued under the Gold 
, Reserve Act, no currency of the United States is redeemable in gold, 
provided that gold certificates owned by the Federal Reserve Banks are 
redeemable at such times and in such amounts as, in the judgment of the 
Secretary of the Treasury, are necessary to maintain the equal purchas¬ 
ing power of every kind of currency of the United States. Such redemp¬ 
tions as are made in gold are to be made in gold bullion; 

The Secretary of the Treasury is authorized to prescribe the conditions 
under which gold may be acquired and held, imported, exported or ear¬ 
marked; , 

All gold coins of the United States are to be withdrawn from circula¬ 
tion and, together with all other gold owned by the United States, formed 
into bars. No United States gold coin is hereafter to be minted or paid out; 

The Secretary of the Treasury is authorized, for a period of two years, 
unless the authorization is terminated earlier or extended one year by the 
President, to deal in gold and foreign exchange and such other instru¬ 
ments of credit and securities as he may deem necessary for the purpose 
of stabilizing the exchange value of the dollar. A stabilization fund of 
$2,000,000,000 is established for this purpose out of the increment re¬ 
sulting from reduction in the weight of the gold dollar. 

In January the President announced that he would probably 
require $10,000,000,000—$6,000,000,000 for Government alpha¬ 
betical corporation expenditures and $4,000,000,000 for refunding 
for the period to June 30, 1934, 

Banks were overflowing with unused funds, while private enter¬ 
prise lacked confidence and incentive to utilize it, and the possi¬ 
bility of currency inflation disturbed investors. Devaluation of the 
dollar accentuated the downward trend of money rates resulting 
from the flow of foreign gold to the United States. 

Under propitious domestic ‘money market conditions for re¬ 
demption, the Treasury called Fourth Liberty 434® by the prefix 
letters on each bond. On Aprils, 10-12 year 334% bonds of 1944- 
46 were offered in exchange for first-called Fourth Liberty 434® 
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and maturing notes, and again, on September 10, an additional 
issue of the same bonds, and an issue of 4-year 23^% Treasury 
notes were offered, both in exchange for second-called Fourth 
Liberty 43^s. In June, the Treasury offered 12-14 year 3% bonds 
of 1946-48 for cash and in exchange for maturing certificates and 
notes. In December $450,000,00015-18 year 33^% bonds of 1949- 
52 were offered for cash at 100. 

In October the sale of $50,000,000 Home Owners’ Loan Corpo¬ 
ration Government-guaranteed 3% bonds allowed a gross selling 
comnoission of 3^ % to a private banking syndicate. Secretary 
Morgenthau stated. 

We are selling the bonds in the manner that we are to get better dis¬ 
tribution and advertise to individual investors.. .. The bonds are some¬ 
thing new. In this way we get thousands of salesmen. It is an economic 
way to accomplish distribution to individual investors. * 

On December 31, 1934, the interest-bearing debt, totaling 
$27,994,034,650, consisted of seventy-three different issues, as con¬ 
trasted with twenty-seven different issues in 1930. The yield from 
Government bonds was about 1% less than from high-grade 
municipal bonds. About 50% of the Government securities issued 
during the past fifteen months were acquired by banks. Approxi¬ 
mately one-third of the national debt had market values produc¬ 
ing virtually no yield when calculated to the next callable or re¬ 
demption date. One-year money was offered in New York at 1%. 

Critics of the President’s New Deal policies were becoming 
more vociferous. At bankers’ conventions, objections were aired 
against overofficious bank examiners, termed “mass chastise¬ 
ment.” While renewed prosperity had been heralded ofl&ciaUy, 
farmers were coaxed to “plow under every third row of cotton,” 
and “kill sows and young pigs,” in order to raise prices. 

The prescribed pump-priming program of the Administration 
was regarded as a political experiment in pseudo-economics. The 
conservative public likened the Government spending spree to an 
attempt to make the country safe for everyone except those who 
had saved. The nation’s capitalistic structure was watching a 
courageous spender test socialistic doctrines. Caustic comment 
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was that artificial remedies create greater difficulty and friction 
than they surmount; it is safer to walk the way of fundamental 
principles than to tread the primrose path of expediency; other¬ 
wise, experience teaches that experience teaches nothing. We used 
to think every man had the responsibility to take care of himself; 
now we think it is a public problem. As expounded by a former 
Secretary of Agriculture—“We hear a lot about economic security. 
The only man I ever knew who had it didn’t want it; he was a life- 
termer in a Federal penitentiary.” 

The nation’s present-day malady was described as paralysis 
from an overdose of discredited economic theories. Restricting 
food production does not produce wealth. It practices birth-con¬ 
trol on the soil. Only by reducing prices and costs of commodities 
can public; consumption and profitable business be stimulated. No 
planning can make a balance between production and consump¬ 
tion. A Government dole weakens moral responsibility of workers. 
Instinct prompts an unfed chicken to go out and scratch. The 
Government can never spend its way into prosperity. If we mis- 

YIELDS ON U. S. GOVERNMENT SECURITIES 
FOR THE 10-YEAR PERIOD, 1925-1934 
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used our father’s money to get into the depression, we are now 
using our children’s money to get out of it. In general, the 
Administration’s disclosed policies worried the conservative public 
and all investors of savings. 

At the end of the year it was stated that while we had overex¬ 
panded private credit in 1929, now we were overexpanding Gov¬ 
ernment credit—trying to relieve private debts by expanding 
public credit. The credit supply was unused, as its use would create 
additional debt. There was no basis for public confidence. The 
public was debt-shy and uncertain about further political experi¬ 
ments on money, credit, taxes, labor, profits, and foreign trade, 

1935 The Banking Act of 1935, signed by the President on 
August 23, made important amendments in the Federal Reserve 
Act. It provided for reconstitution of the Federal Reserve Board 
under the name of the Board of Governors, and reorganization of 
the Federal Open Market Committee as of March 1, 1936. The 
new law preserved the autonomy of the regional banks in matters 
of local concern, but placed responsibility for national monetary 
and credit policies on the Board of Governors and the Federal 
Open Market Committee. Among other provisions— 

The Federal Deposit Insurance Corporation was established on a per¬ 
manent basis, effective immediately, continuing the insurance of each 
depositor in each insured bank in a sum not exceeding $5,000. Banks 
participating in the fund were made subject to annual assessments equal 
to one-twelfth of 1% of their deposit'liabilities. , 

The lending powers of the Federal Reserve Banks were broadened 
permitting them to make advances to member banks on paper heretofore 
ineligible except in exceptional circumstances. The act clarified and al¬ 
tered the power of the Board to change reserve requirements of member 
banks and provided for periodic review by the Board of discount rates 
established by the Reserve Banks. 

Obligations of the United States and those fully guaranteed as to 
principal and interest by the United States may be bought and sold 
without regard to maturities, but only in the open market. 

During the calendar year there was a further growth of bank 
reserves, resulting from a continued gold infiow^that was due 
chiefiy to a movement of foreign capital to the United States. 
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Bank deposits increased, reflecting in part the gold inflow but in 
larger part expenditure by the United States Government of funds 
raised through the sale of its obligations to banks. 

There was more extensive use of available investment funds 
than in other recent years. Prices of securities rose sharply and 
trading on stock exchanges increased, but there was little growth 
in the amount of bank credit used in the stock market until the 
last two months of the year. New security issues were in larger 
volume than in the four preceding ysears, but were almost entirely 
for the purpose of refunding at lower interest rates previously 
existing obligations. 

Federal Reserve Banks reduced discoimt rates, and after the 
reductions the rates were 1^% at the Federal Reserve Banks of 
New York and Cleveland and 2% at the other ten Reserve Banks. 

The rate on call loans on the New York Stock Exchange was re¬ 
duced from 1% to in April and remained at that level until 
October, when by joint action of New York banks the rate was 
increased to M%* 

In November the Board of Governors announced that effective 
January 1,1936, maximum rates of interest that could be paid on 
tune and savings deposits by member banks would be 1% on time 
deposits payable in less than ninety days, 2% on time deposits 
payable in less than six months and not less than ninety days, and 
other time deposits and on savings deposits. 

At the close of the year, adjusted demand deposits at member 
banks, representing checking accounts, amounted to $18,800,000,- 
000, as compared with $16,600,000,000 on December 31,1929, the 
pre-depression maximum. 

The total amount of bank deposits and currency held by the 
public in June 1935 was about $5,500,000,000 less than in June 
1929. The amount of money in circulation toward the year-end 
was $6,000,000,000. 

Early in December excess reserves of member banks, reached a 
total of $3,300,000,000, a new high level in the history of the 
Federal Reserve System. 

In the opinion of the Board and the Federal Open Market Com- 
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mittee, continued improvement had been made in business and 
financial conditions but the country was still short of a full re¬ 
covery; at the present time there was no evidence of oyerexpansion 
or business activity or of the use of business credit; the present 
volume of bank reserves, which had been greatly increased by im¬ 
ports of gold from abroad, continued to be excessive, far beyond 
the present or prospective requirements of credit for sound busi¬ 
ness expansion. 

Final retirement of national bank notes was begun in 1935. In 
March the Treasury called for redemption on July 1 all outstand¬ 
ing 2% Consols of 1930 and for redemption on August 1 all 2% 
Panama Canal Loan bonds. Thus all provision for issuing national 
bank notes ceased by August 1, 1935. 

At the end of the year the yields on long-term United States 
Government bonds averaged about 2%% as compared with nearly 
3% at the beginning of the year. Average yields on high-grade 
municipal bonds declined during the year from S}/^% to 3%, and 
those on the highest grade corporate bonds from slightly above to 
slightly below 3^%. 

During the Treasury’s fiscal year, emergency legislation and 
further appropriations were made, continuing the Federal program 
to furnish relief and to aid recovery. An increase in the capital 
structure of certain corporate agencies of the Government was 
authorized and funds appropriated for an extensive emergency 
public employment program. The Emergency Relief Appropria¬ 
tion Apt of April 8 provided a direct appropriation of $4,000,000,- 
000 for relief and work relief and to increase employment by 
providing for useful projects. 

The Secretary of the Treasury reported that total receipts of 
general and special funds during the fiscal year were $3,800,500,- 
000. Income tax receipts aggregated $1,099,100,000, equivalent to 
29% of total receipts in 1935. Total expenditures were $7,375,800,- 
000, including $4,249,200,000 for recovery and relief. 

The gross public debt outstanding was $28,700,892,624, an in¬ 
crease of $1,647,751,210. 
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*On basis of daily Treasury statements (revised). Exclusive of the United States Savings Bonds. 
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The Act of February 4, 1935, which amended the Second Lib¬ 
erty Bond Act so as to permit more flexibility and economy in 
Government financing, established a revolving authority for the 
issue of not to exceed $25,000,000,000 bonds outstanding at any 
•one time, and consolidated authority to issue notes, certificates of 
indebtedness, and Treasury bills so as to provide that not exceed¬ 
ing $20,000,000,000 of these classes in the aggregate may be out¬ 
standing at any one time. 
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The new act also gave authority for the issuance of United 
States Savings bonds, a new type of security, to be issued on a dis¬ 
count basis, with maturities not less than ten nor more than twenty 
years with provision for redemption prior to maturity at'the option 
of the holder, and at an issue price to yield not in excess of 3% per 
annum, compounded semiannually. The act also repealed author¬ 
ity for further issues of Postal Savings 2^/^% bonds after July 1, 
1935, and provided for the conversion of Postal Savings deposits 
into Savings bonds. 

The United States Savings bonds were first placed on sale 
beginning March 1, 1935. Between that date and June 30, sales 
totaled a maturity value of $128,487,450, and redemptions totaled 
$530,887. 

Retirement of the 2% Consols and the 2% Panama Canal bonds, 
and the expiration of the authority to use other bonds as security 
for the issuance of circulating notes of national banks resulted in 
the elimination of national bank notes as a medium of circulation, 
and to such extent accomplished a simplification of the currency 
system of the United States. 

In retiring the called bonds it was announced the Treasury 
would make use of part of the balance of gold in the General Fund 
resulting from the reduction in the weight of the gold dollar, and 
that gold certificates would be issued to the Federal Reserve Banks 
in an amount about equal to that of the bonds retired, a like 
amount of gold being withdrawn from the General Fund as se¬ 
curity for the gold certificates issued. 

At the end of the fiscal year gold stock held in the Treasury was 
valued at $9,115,380,809. 

The Revenue Act of 1935 increased individual surtax rates, and 
substituted a graduated tax for the single rate of tax which had 
been imposed upon corporations under all earlier acts; the rate 
scale ranging from 123^% to 15%. 

Public opinion continued to echo investors’ reactions to events 
of the previous year. The prophesied ‘'more abundant life,” 
sloganed by the National Industrial Recovery Act in 1933, was 
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too political to be reassuring. By codification of industry, we were 
to be a nation of hired men working for politicians. In the midst of 
an orgy of spending public money, a free play of economic forces 
was artificially restrained. 

President Roosevelt stated in his Budget Message, January 7, 
1935: 

We have undertaken a new order of things. . . . The Federal Govern¬ 
ment is the only governmental agency with sufficient power and credit to 
meet this situation.. .. Last year I said, speaking of the fiscal year 1936, 
that we should plan to have a definitely balanced budget for the third 
year of recovery and from that time on to seek a reduction of the 
national debt. 

While the validity of gold contracts was being heard by the 
Suprenae Court during the week ending January 12, the market re¬ 
flected a pronounced demand only for Government securities 
bearing the gold clause. First Liberty Loan Sj^s advanced to the 
highest price level of their career. The gold clause applied to a 
total of $11,136,720,980 bonds and $3,429,006,200 notes, issued 
prior to June 5, 1933. 

The Supreme Court decision rendered February 18, 1935, up¬ 
held repudiation of the gold clause and offered no redress to 
holders of bonds which specified they were ''p^'Y^ble in gold.” 
However, in the unanimous opinion of the Court, Congress went 
beyond its authority in overruling the gold clause. A comment 
attributed to Senator Glass was: ‘‘We aren’t on the gold standard; 
we are on a fiat money basis, and under the Supreme Court’s 
decision we are on a fiat bond basis.” 

. Reported extemporaneous remarks of an Associate Justice of 
the Supreme Court expressed shame and humiliation respecting 
the decision; 

That repudiation of national obligations and solemn pledges were ab¬ 
horrent; that Congress had swept them away with a word and, in the face 
of facts, declared them to be against public policy; that the treatment of 
the gold clause if indicating a mere modality of payment without refer¬ 
ence to a gold standard of value would be not to construe but to destroy 
it; that the record reveals a clear purpose to bring about confiscation of 
private rights and the repudiation of national obligations; that the Con¬ 
stitution that has meant so much to us, was gone. The guarantee which 
men and women heretofore have supposed protected them against arbi- 
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trary action has been swept away. In one breath it is said that Congress 
has not power to repudiate a Government obligation. In the next breath 
it is said it is true you have but sixty cents and you were promised one 
dollar, but Congress has made it unlawful for you to accept what you 
contracted for. Since it is unlawful for you to accept what you have con¬ 
tracted for, you have not been damaged. You said that I would be paid in 
gold, or its equivalent. The Treasurer of a great nation replies, take this 
paper dollar. You could depreciate the dollar to ten cents or five cents 
and that would give you abimdant capital to pay off the public debt and 
discharge the private obligations. That never was the law and it never 
ought to be the law. 

The morals of President Grant had been abandoned. In 1869 he 
stated, “The national honor must be protected by paying every 
dollar of Government indebtedness in gold unless otherwise stipu¬ 
lated in the contract.” 

Congress, yielding to bureaucratic administrators of State so¬ 
cialism, expected to perpetuate the National Industrial Recovery 
Act (NRA), an emergency measure in 1933, which was intended to 
implement a political program to raise wages and shorten hours of 
labor, reduce production and increase employment, also increase 
prices, costs, purchasing power, and debt payments. It portrayed a 
composite policy which conservative critics recognized as un¬ 
sound economics. On May 27, 1935, the Supreme Court held the 
act unconstitutional, and President Roosevelt characterized the 
decision as “a return to the horse and buggy days.” 

The Social Security Act, approved August 14j 1935 (amended 
August 1939), provided for taxes upon employers and employees, 
and also authorized appropriations to meet expenditures of various 
Social Security purposes. The taxes collected are covered into the 
Treasury to the credit of the General Fund as Internal Revenue 
taxes, and expenditures for the purposes named in the act are made 
out of the General Fund in the same manner as aU other taxes and 
expenditures of the Federal Government. It authorizes an amount 
to be appropriated sufficient as an annual premium to provide for 
Old-Age benefit payments and requires that such amount shall be 
determined on a reserve basis in accordance with accepted actu¬ 
arial principles and upon an interest rate of 3% per annum. The 
Secretary of the Treasury is required to invest such amounts as are 
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not required to meet current withdrawals. Such investments may 
be made only in interest-bearing obligations of the United States 
or guaranteed obligations or specially issued obligations, provided 
they yield not less than 3%. 

Planned economy and credit management, with social regimen¬ 
tation by the Government, disturbed owners of savings and busi¬ 
ness investments. They recognized that only private, not Govern¬ 
ment spending, would create real economic recovery. They be¬ 
lieved that political schemes would result “like Dutch gentlemen 
who trim trees to represent animals, spoiling the trees without 
making animals.” New Deal philosophy implied redistribution of 
income from those who save to those who spend; the thrifty shall 
divide their savings with the thriftless, the energetic with the idler; 
and suggested a new definition of the word Common-Wealth of the 
United States. 

President Roosevelt remarked informally in October, “We are 
coming back more soundly than ever, before because we are plan¬ 
ning it that way. Don’t let anyone tell you differently.” 

With little likelihood of an early return of commercial need for 
credit, any amount of Government securities at any reasonable 
rate could be successfully floated and absorbed by banks. Long¬ 
term bonds were popular for bank reserves. Secretary Morgenthau 
stated, “Confldence of the people in the Administration was re¬ 
sponsible for the lowest interest rates in fifty years in the March 
financing operations—a natural market existed. We have never 
rigged the market.” Governor Eccles'of the Federal Reserve Board 
commented, “Talk of inflation danger we have had for three years 
is largely imaginary.” 

The first issue of United States Savings bonds (called “Baby 
bonds”) in March 1935, was intended as Secretary Morgenthau 
said, “to democratize public finance.” The Treasmy’s invitation 
to the public to buy the bonds stated, “The strength of any 
Government’s credit rests in its ability to borrow from its citizens 
through the sale of securities . . . the greater the number owning 
Government securities . . . the more secure its credit.” 

Through .refunding operations during the year the Treasury 



232 Concerning U. S. Government Securities 

successfully completed the refunding of the Fourth Liberty Loan 
43^s, and also refunded all First Liberty Loan bonds which had 
been called for redemption on June 15. Holders of the Fourth 
Liberty Loan 4M% bonds were afforded opportunities to acquire 
2%% bonds of 1955-60 and 2%% bonds of 1945-47. Holders of 
the First Liberty Loan bonds were offered the privilege of ex¬ 
changing their holdings for an additional amount of the 2j^% 
bonds of 1955-60 or for 5-year 1^^% notes. 

The successful auctioning of bonds of the Home Owners’ Loan 
Corporation and Federal Farm Mortgage Corporation durihg 
1934 prompted Secretary Morgenthau to favor that experimental 
method during 1935, whereby in May and June tenders were in¬ 
vited “on a bid basis” for two additional offerings of Treasury 
3% bonds of 1946-48, and in July and August for three addi¬ 
tional offerings of 2J^% bonds of 1955-60, each offering being for 
$100,000,000. These offerings caused no disturbance in the mar¬ 
ket, although institutional investors commented adversely on the 
auction policy. • 

Corporations with no profitable use for surpluses and banks 
lacking borrowers invested idle funds ia Government securities. 
Banks held approximately 60% of the national debt. The average 
interest rate for bonds was 3.45% and for notes 2.46%. 

By the end of the year the chief circumstance relating to the 
national debt was the steady and enormous increase under the 
relief and recovery program of the Administration. In spite of the 
political aspects of the Treasury’s situation, the sense of the people 
was reflected in a desire for the earliest possible balancing of the 
budget. Pressure of public and political opinions began to clash. 

In November President Roosevelt stated that in answer to his 
inquiry, banks told him “the country could safely stand a national 
debt of between $55,000,000,000 and $70,000,000,000.” 

1936 Early in 1936, in accordance with the provisions of the 
Banking Act of 1935, the Federal Open Market Committee was 
reorganized, and the relationships between banking institutions 
and dealers in securities defined. 
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During the calendar year the Federal Reserve System, as re¬ 
constituted, continued to pursue the policy of monetary ease which 
had been in effect since the beginning of the depression, and 
money was available in abundance at the lowest rates of interest 
the country had known. 

Reserves of member banks continued to increase rapidly through¬ 
out the year. They had been built up in recent years largely by the 
acquisitions of gold which followed revaluation of the dollar in 
January 1934. Notwithstanding an increase in required reserves 
resulting from a rapid rise in deposits, excess reserves by the sum¬ 
mer of 1936 amounted to over $3,000,000,000. On the basis of 
these excess reserves and the legal reserve ratios then in effect, 
bank credit could have been expanded to twice the volume in use 
at the peak of business activity in 1929; and the gold inflow was 
still in progress. 

In July the Board of Governors took action to increase reserve 
requirements and thereby to eliminate a large part of the excess 
reserves that had accumulated. Effective August 16, the Board in¬ 
creased by 50% the requirements as to the reserves to be main¬ 
tained against demand and time deposits by all member banks. In 
December the United States Treasury inaugurated a policy of 
setting aside in an inactive stock all gold purchased subsequent to 
December 23, 1936, thereby preventing the further acquisition of 
gold from increasing bank reserves. 

A little more than 100 years ago banks were not required to 
carry any reserves either against notes or against deposits. At that 
tirne bank notes were the common medium in which loans were 
extended and frequent overissue of State bank notes led to the 
enactment of reserve requirements in one form or another by most 
States. When the National Bank Act was passed, the principle of 
required reserves found in State laws was carried over into the 
new national banking system and, with subsequent modifications, 
was retained until the establishment of the Federal Reserve Sys¬ 
tem, Under the Federal Reserve System reserve requirements 
have served primarily as an instrument through which undue 
bank credit expansion may be checked and undue contraction 
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of credit mitigated, rather than as a means of preserving liquidity 
of banks. 

The growth of deposits since 1933 was in part the direct result 
of the movement of gold, but a far more important factor was the 
purchase by banks of United States obligations issued to finance 
the Government’s relief and recovery program. As a result of the 
gold movement member banks had large amounts of unused re¬ 
serves, and since the demand for credit for business was relatively 
small, the banks bought Government issues in large volume. They 
paid for these securities principally by crediting the Government 
account on their books. Subsequently, as the Government spent 
the proceeds, funds were transferred from its accounts to deposits 
of the general public and were distributed through all parts of the 
country. Chiefly by these two means—gold imports and Govern¬ 
ment borrowing—the volume of deposits was expanded to an 
amount larger than in 1929 when the national income and business 
activity were much greater. 

The pressure of investment funds in the security markets was 
supplemented by foreign investments in American securities 
amounting on balance since March 1935 to about $1,900,000,000. 
The reported net movement of capital to the United States from 
abroad amounted to $3,100,000,000 from the end of 1933 to the 
end of 1936. Half the total consisted of an inflow of short-term 
banking funds; most of the remainder represented net foreign 
purchases of American securities and, to a lesser extent, of foreign 
securities in this market. 

This movement into securities had been in progress since May 
1935. In contrast to the shifts of frightened money into American 
bank deposits during gold-bloc or war-threat crises, the movement 
of foreign investment funds into American security markets pro¬ 
ceeded week after week almost ^yithout interruption. Europeans 
were increasing their holdings of American equities. 

The rise in stock prices since March 1935 was accompanied by 
an increase in credit extended for margin trading iu securities. The 
Board, therefore, in January and March, 1936, took action to in¬ 
crease the margin requirements applicable to security loans made 
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by brokers and dealers in securities, and in March also made these 
requirements, as increased, applicable to loans made by banks on 
stocks for the purpose of purchasing or carrying stocks registered 
on national securities exchanges. By these measures the Board 
undertook to check the growing use of borrowed funds for specula¬ 
tion in securities, without limiting the supply or raising the cost of 
credit available for commercial, industrial or agricultural purposes. 

Securities sold by domestic corporations during 1936 reached a 
total of about $4,600,000,000, double that of 1935. 

In the years 1930-1935 total investments of member banks rose 
by $8,000,000,000. In this period United States Government ob¬ 
ligations, direct and fully guaranteed, increased by $8,400,000,000, 
while holdings of other types of securities declined by about $400,- 
000,000. The increase in member bank holdings of Government 
obligations comprised nearly half of the additional securities 
issued by the Government and its agencies in financing the relief 
and recovery program. Over this period coimtry banks took about 
one-sixth of the Government obligations acquired by member 
banks, member banks in New York City about one-third, and 
banks in Chicago and other reserve cities about one-half. 

During 1936 there were forty-four bank suspensions involving 
$11,306,000 of deposits. 

At the beginning of 1936 the Reconstruction Finance Corpora¬ 
tion had an investment of $889,000,000 in the preferred stock, 
capital notes, and debentures of banks, including a small amount 
of loans on such securities. This investment was decreased to 
$664,000,000 during the year. More than one-half of the reduction 
resulted from the complete retirement of such issues by four large 
banks. 

The Secretary of the Treasury reported that for the fiscal year 
ended June 30, 1936, receipts amounted to $4,116,000,000. In¬ 
come tax receipts constituted 35% of total receipts. Collections 
from the taxes on tobacco manufactures reached a new high level 
of $500,800,000, resulting chiefly from the continued upward trend 
of eonsumption.of cigarettes. Collections from taxes on alcoholic 
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beverages of $505,200,000 exceeded the collections from this 
source for any prior fiscal year. 

Total general and special account expenditures (including 
$2,776,800,000 expenditures for recovery and relief) amounted to 
$8,879,800,000. Expenditures for the operation and maintenance 
of regular departments and establishments of the Government 
(exclusive of public debt charges) amounted to $3,276,900,000. 
The net deficit was $4,361,000,000. 

The gross public debt outstanding amounted to $33,778,543,- 
494, an increase of $5,077,650,869. The computed average rate of 
interest on the interest-bearing debt was reduced from 2.716% to 
2.559%. Actual expenditures for interest were $749,396,802. 

Further appropriations and allocations of funds were made dur¬ 
ing the year for the purpose of continuing the Federal program to 
furnish relief and to aid recovery. The Emergency Relief Appropri¬ 
ation Act of 1936, approved June 22, provided a direct appro¬ 
priation of $1,425,000,000 for relief and for work relief on useful 
projects. In order to increase employment the act also provided for 
the use of $300,000,000 from funds on hand, or to be received from 
the sale of securities, for the making of grants to aid in the financ¬ 
ing of useful public works projects which could be substantially 
completed prior to July 1938; the grant in each case not to exceed 
45% of the cost of the project. 

The Revenue Act of 1936, which provided a new surtax on un¬ 
distributed profits of corporations, caused corporations to dis¬ 
tribute unprecedented dividends to avoid a penalty tax on their 
undistributed earnings. That was regarded as double taxation 
when dividends received by stockholders were taxed again. 

The investing public’s reaction to developments was a general, 
continuing lack of confidence in the New Deal’s policies. Com¬ 
ments were that Government largesses in support of a planned 
program of centralized controls put “political poison in the bread 
of labor.” By promoting scarcity of goods to raise prices, we were 
depriving domestic labor of a world market for its products. We 
were making jobs for foreign workers while we maintained our 
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citizens in idleness. The Government was spending itself into an¬ 
nual deficits. Objectors phrased it— 

Never mind little Deficit, don’t you cry. 

You’ll he a crisis, bye and bye. 

In his Budget Message for the fiscal year 1937, the President 
stated on January 3, 1936: 

We can look forward today to a continued reduction of deficits, to in¬ 
creased tax receipts, and to declining expenditures for the needy unem¬ 
ployed. .. . 

The finances of the Government are in better condition than at any 
time in the past seven years.... It is the deficit of today which is making 
possible the surplus of tomorrow. . . . 

To rim all the regulai* activities of the Govermnent I will need a total 
of $5,069,000,000_ 

Without the (relief) item, the Budget is in balance. 

Secretary Morgenthau stated, “The minute I cannot raise the 
money required to finance the Government, that minute you will 
have complete chaos.” 

Treasury financing primarily relied upon the banks. Economists 
complained that “banks were being asked to put up what was 
needed to bring about complete communization of finance in the 
United States.” 

The Adjusted Compensation Payment Act, 1936 (Bonus Bill), en¬ 
acted January 27,1936, was passed over the President’s veto. The 
act provided for payment to be made to veterans by the issuance 
of nonnegotiable but immediately redeemable bonds, dated June 
15,1936, due June 15,1945; the bonds to be issued in $50 denomina¬ 
tion, and the odd amount over an even multiple of $50 to be paid 
by check. As of June 30,1936, there had been issued for delivery 
to veterans adjusted service bonds amounting to $1,668,752,150, 
of which amount $957,491,850 had been presented for redemption. 

There were four issues of Treasury bonds during the year for 
cash and refimding, namely, 254s of 1948-51 in March, 254s of 
1951-54 in June, 254s of 1956-59 in September, and 254s of 1949- 
53 in December; also, three issues of notes, March 154®, June i54sj 
and December l54s> all maturing in 1941. 

Although reserve requirements of member banks were increased 
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50% in the midyear. Government bonds were moving toward new 
high price levels. Banks had idle deposits to invest. Weekly sales of 
Treasury bills were increased to provide soldiers’ bonus payments. 

By the end of the year, in spite of 10,000,000 unemployed, labor 
strikes, rising commodity prices, and the voters’ reelection of 
sponsors for continuing Government expenditures in behalf of 
social and economic reformation, Treasury bonds had reached 
peak price levels. Tax-exempt municipal bonds gained further im¬ 
portance among investors by reason of their comparative advan¬ 
tages over taxable Government bonds with respect to net yields. 

1937 During the year the principal objectives of Federal Re¬ 
serve policy were to assure the continued availability of bank 
credit at low rates for current requirements of business and at the 
same time so to regulate the available volume of member bank 
reserves as to avoid the likelihood of injurious credit expansion in 
the future. Further adjustment of the country’s reserve structure 
to the changed conditions that had resulted from a heavy inflow of 
gold from abroad was made by the System in the early part of the 
year through a flnal increase of reserve requirements for member 
banks. 

At the opening of the year prices of securities were at the highest 
level since the early part of the depression; yields on bonds, both 
Government and corporate, had reached exceptionally low levels, 
and capital issues of corporations were in the largest volume of the 
recovery years. 

Notwithstanding the fact that recovery was far from complete 
and that there was still a large amount of unemployment, boom 
conditions were developing in particular industries andsboom 
psychology began to be manifested. 

Bank loans to trade and industry had increased considerably 
and were growing. New York City banks were reducing their 
holdings of Government securities, but total investments of banks 
had changed little in the last half of 1936. 

Idle funds in the hands of institutions and individual investors 
continued large. The average yield on long-term Government 
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bonds at the beginning of 1937 was about 234%- The highest- 
grade corporate bonds were selling on a 33^% basis. At these 
levels, long-term interest rates were 1% or more lower than in the 
1920s. 

In recent years the bond market had become a much more im¬ 
portant segment of the open money market, and banks, particu¬ 
larly money-market banks, to an increasing extent used their bond 
portfolios as a means of adjusting their cash position to meet de¬ 
mands made upon them. Since prices of long-term bonds were sub¬ 
ject to wider fluctuations than those of short-term obligations, the. 
increased importance of bonds as a medium of investment for idle 
bank funds made the maintenance of stable conditions in the bond 
market an important concern of banking administration. 

In order to bring Reserve Bank discount rates into closer rela¬ 
tionship to rates in the money market in anticipation of possible 
seasonal demands for credit and currency in the autumn, the Fed¬ 
eral Reserve Banks in August and September reduced these rates. 
After these changes were made the rate at the Federal Reserve 
Bank of New York stood at 1%, the lowest central bank rate in 
history, and at the other Federal Reserve Banks at 13^%. 

Early in August, owing to substantial withdrawals of balances 
by country banks, excess reserves at New York City banks had 
declined to below $50,000,000 as compared with $200,000,000 in 
May. To ease action in the money market, the Board of Governors 
in September requested the Secretary of the Treasury to release 
$300,000,000 from the inactive gold account, and at the same time 
the Reserve System announced that it would stand ready to buy 
additional Government securities in order to meet the expected 
'seasonal demands on the banks for currency and credit. As a con¬ 
sequence of the release of gold in September, excess reserves of 
member banks increased to $1,000,000,000. At New York City 
banks, where the effect of the gold was immediately felt, excess 
reserves rose to more than $400,000,000 and were thereafter 
maintained near that level. 

In the last quarter of the year activity in the capital market de¬ 
clined to the lowest levels since the early part of 1935. While the 
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supply of investment funds continued ample, sharp declines in 
security prices and uncertainty of business prospects made corpo¬ 
rations hesitant to offer new issues and investors reluctant to put 
their funds to use. 

Liquidation of Government securities by all banks during the 
year amounted to $1,000,000,000. Purchases by other investors 
during the year totaled $2,500,000,000. Of this total, $130,000,000 
was taken by the Federal Reserve Banks, $220,000,000 by United 
States Government agencies and trust accounts, and $630,000,000 
by the large insurance companies. The remainder, about $1,500,- 
000,000, an amount equal to the increase in the Government debt, 
was taken by other investors, including other corporations and 
individuals. ' 

During the calendar year there were fifty mine bank suspensions 
in the United States; only six were member banks. About 95 % of the 
deposits of the insured banks and 99.8% of the depositors were fully 
protected by insurance, security preferment, or offsetting debts. 

The Board of Governors summarized objectives of monetary 
policy: , . 

Monetary control alone cannot accomplish economic stability. The 
Federal Reserve System can regulate within limits the supply of money 
but there are other factors affecting prices and busmess activity fully as 
powerful as the money supply. The Board believes that economic sta¬ 
bility rather than price stability should be the general objective of public 
policy. The goal should be sought through coordination of monetary and 
other major policies of the Government which influence business activity, 
including particularly policies with respect to taxation, expenditures, 
lending, foreign trade, agriculture and labor. 

The Secretary of the Treasury reported that for the fiscal year 
ended June 30, 1937, receipts in general and special accounts 
amounted to $5,294,000,000, compared with the postwar and de¬ 
pression low of $2,006,000,000 in the fiscal year 1932. The annual 
average of such receipts for the last five fiscal years, 1933 to 1937, 
inclusive, was about $3,700,000,000, or close to the annual average 
of $3,900,000,000 around which receipts fluctuated during the 
fiscal years 1922 to 1930. 

Total expenditures of the Federal Government under general 
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and special accounts amounted to $8,105,200,000. Excluding ex¬ 
penditures for the bonus prepayment and for debt retirement, 
total expenditures increased $641,400,000. The deficit for the 
fiscal year was $2,811,300,000. 

The gross public debt outstanding amounted to $36,425,000,000, 
an increase of $2,646,000,000. Actual expenditures for interest 
were $866,000,000, and the average rate of interest was increased 
from 2.562% to 2.582%. 

The Government’s contingent liability on obligations issued by 
certain governmental corporations and agencies authorized to is¬ 
sue bonds and other obligations, guaranteed as to principal and 
interest by the Government, decreased from $4,749,624,958 on 
June 30, 1936, to $4,694,588,883 on June 30, 1937. 

The Emergency Relief Appropriation Act of 1937, approved 
June 29, provided a direct appropriation of $1,500,000,000 for re¬ 
lief and work relief on useful projects, including projects previ¬ 
ously. approved for the Works Progress Administration. In addi¬ 
tion, such unexpended balances as the President might determine, 
of appropriations made by former Emergency Relief and Ap¬ 
propriation Acts, were reappropriated for these purposes. 

The Secretary stated. 

The entire Federal budget, both revenues and expenditures, is no more 
than a fiscal plan. It is necessarily influenced by unpredictable develop¬ 
ments which take place after the plan is made. 

Recorded public interpretations of the fiscal picture were that 
further Government deficits impended, and a, balance between in¬ 
come and expenditures appeared rfemote. Government expendi¬ 
tures had not remedied the financial depression and the national 
debt continued to increase. 

Secretary Morgenthau’s opinion was. 

It appears advisable to continue to apply the sinking fvmd only to cash 
redemptions until such time as the total receipts of the Government ex¬ 
ceed the total expenditures, exclusive of debt retirement. 

Mr. Eecles, Chairman of the Board of Governors of the Federal 
Reserve System, remarked-r- 
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• A continued easy-money policy must be accompanied by a prompt 
balancing of the Federal budget . . . only by this process can monetary 
inflation be prevented. 

An economist commented. 

The Government must abandon its cheap-money policy to avoid pav¬ 
ing the way for inevitable inflation. Continuing cheap money while com¬ 
modity prices are rising, adds force to inflation; as commodity prices 
materially advance, they pull up interest rates with them. 

President Roosevelt called for courageous remedies. The doc¬ 
trines were intended to bring about a rise in prices to relieve debt¬ 
ors by credit expansion. Expenditures for economic recovery includ¬ 
ed social reforms. Nearly $18,000,000,000 had been spent in four 
years pruning the pump with programs to manage the economy. 

The accumulated net deficits had constantly increased from 
$300,000,000 in 1931 to $19,900,000,000 in 1937. 

In April President Roosevelt asked for an immediate curtail¬ 
ment of expenditures in order to avoid a far greater deficit than 
was anticipated, and announced that commodity prices had ad¬ 
vanced too rapidly. This caused security and commodity prices to 
decline more precipitately than at any time since the war. 

Lack of demand for available credit by business reflected the 
reluctance of capital to risk its employment in enterprise. To ob¬ 
tain higher yields, large investment institutions put idle funds into 
securities other than long-term Government bonds. The Adminis¬ 
tration’s economic experiments and regulations for industry, the 
capital gains tax, imdistributed profits tax and excess-profits tax, 
failed to inspire confidence in the political policies, which also in¬ 
cluded a political plan for new Justices of the Supreme Court, 
called “packing the court,” While being patemalized, people were 
being policed. A developing reaction was likened to the philosophy 
of Malayans—“Why work to obtain leisure when you can have 
leisure without working?” 

Early in the year rumors concerning the change in member bank 
reserves caused some bank liquidation of Government securities. 
On January 30, the Board of Governors of the Federal Reserve, 
System announced that member bank reserve requirements wouljJ 
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be increased by 383^%, the remaining amount permitted by law; 
one-haK of the increase to be effective on March 1, and the other 
half on May 1. 

During March, there was the most severe break in four years in 
the Government securities market which continued into April 
when the Federal Open Market Committee entered the market to 
lend support. Again in the fall, for market support, the Federal 
Reserve Board reversed its excess reserves reduction program, by 
purchasing short-term Government securities in the open market, 
and the Treasury desterilized $300,000,000 of gold in the Treas¬ 
ury’s inactive gold fund. 

Short-term notes and bonds were least sensitive to prevailing 
market conditions. In March the Treasury offered an additional 
amount of the bonds of 1949-53 only in exchange for ma¬ 

turing notes. In September, the offering of 2% 5-year notes bore 
the highest rate paid in three‘years. Purchases in the market by 
the New York banks and the Federal Reserve System stimulated 
an upward market movement. From January 1 to November 1, 
United States Government bonds declined in market value an 
average of approximately 3.30%, with the average yield of Treas¬ 
ury bonds 2.41%. 

The Treasury easily did its December financing with an offering 
of $250,000,000 8-year 234% bonds of 1945 and $200,000,000 5- 
year 1%% notes for cash and in exchange for 2^% notes matur¬ 
ing February 1938. The offering was oversubscribed fifteen times. 

1938 Reporting for the calendar year, the Board of Governors 
of the Federal Reserve System recited that our banking system is 
the result of an evolutionary development. At the time of the 
passage of the National Bank Act in 1863, all incorporated banks 
were imder State authority. After establishment of the national 
banking system, supervision of a large part of the country’s com¬ 
mercial banking resources passed to the Federal Government. 
Upon this composite structure of National and State banks was 
superimposed in 1913 the Federal Reserve System, which extended 
Federal supervision to such State banks as joined the System. In 
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1933 the organization of the Federal Deposit Insurance Corpora¬ 
tion extended Federal supervision to all banks having Federal 
insurance of deposits. 

The current financial needs of commerce, industry, and agri¬ 
culture are met largely through the individual actions of the 15,000 
separate banks in operation in this country. Successful operation 
of our banking institutions is, therefore, necessary to the orderly 
functioning of the nation’s business. It is a matter of public con- 
cern,.both because of the importance of safeguarding deposits and 
because of the part that the banks play in maintaining the flow of 
goods and services through the channels of, production and 
distribution to the ultimate consumer. 

By increasing or decreasing the amount of reserves available to 
the banks, the Federal Reserve authorities may encourage or dis¬ 
courage the expansion of bank credit, particularly at times when 
the banks have a limited amount of unused reserves. Changes in 
the amount of unused reserves of member banks can be effected by 
the System through purchases or sales of United States Govern¬ 
ment securities in the open niarket, through discoimts for member 
banks at the discount rate, and through changes in reserve 
requirements. 

The usual situation in years gone by, when the pressure for 
credit expansion was considerable and the volume of reserves 
limited, was for the banks generally to have no reserves in excess 
of legal requirements. In other words the banks were at all times 
practically loaned up. An aggregate increase in their loans and 
investments, therefore, involved borrowing from the Federal Re¬ 
serve Banks in order to acquire additional reserves. When the 
banks are borrowing, they are less willing to make loans and they 
become subject to the discount rate and to other measures of regu¬ 
lation of their operations under provisions of the Federal Reserve 
Act. When the System wished to encourage the expansion of bank 
credit, it could take the initiative in increasing bank reserves by 
buying Government securities in the open market, ^iiich would 
place at the disposal of banks funds with which to pay off debt at 
the Reserve Banks or to expand their own credit. On the other 
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hand, when the System wished to restrain expansion, it could sell 
Government securities, thereby taking money out of the market 
and reducing reserves to the point where banks would have to 
borrow in order to expand. By further sales the System could 
reduce member bank reserves even below the amount needed to 
maintain the existing aggregate volume of loans and investments, 
and put the banks in a position of having the alternative of bor¬ 
rowing from the Reserve Banks or contracting their loans and 
investments. In recent years banks have had continuously a large 
amount of excess reserves. 

The Treasury can absorb member bank reserves by increas¬ 
ing its cash holdings and its Federal Reserve balances. Under 
existing conditions the Treasury’s powers to influence member 
bank reserves outweigh those possessed by the Federal Reserve 
System. Under the present law, the Federal Reserve System can 
absorb excess reserves only^to the extent of approximately $800,- 
000,000, the amount by which it can increase member bank re¬ 
serve requirements, and the additional amounts that could be 
taken up by sales out of its portfolio of $2,560,000,000 of Govern¬ 
ment securities as may be in the public interest. 

The volume of excess reserves now in existence can be greatly 
increased by actions of the United States Treasury. By disburse¬ 
ments of funds equivalent to the gold held in the Stabilization 
Fund, and elsewhere, by reduction of its unusually large balances 
with the Federal Reserve Banks, and by the use of its authority to 
issue silver certificates against silver bullion now in its possession, 
the Treasury could more than double existing excess reserves of 
member banks. In addition, the Treasury has authority to issue up 
to $3,000,000,000 of United States notes which would also be 
added to member bank reserves. 

In recent years it has been the policy of the Government and of 
the Federal Reserve System to encourage the expansion of credit. 
This has constituted the so-called policy of monetary ease, which 
has been directed at keeping banks supplied with an abundant 
volume of reserves so as to encourage them to expand their loans 
and investments. 



Excess Reserves of Member Banks Increased 247 

Business activity, which had declined sharply in the latter part 
of 1937, recovered considerably in 1938. In the spring of 1938 the 
Administration announced a program of action for the purpose of 
encouraging economic recovery. As a part of this program the 
Treasury discontinued the inactive gold accoimt, and the Board 
reduced by one-eighth the percentage of reserve requirements for 
member banks. As a result of these actions, together with a large 
inflow of gold from abroad, member banks near the end of the 
year had a larger amount of funds available for investment than 
at any previous time. 

At the end of the year the combined total of deposits at all 
banks, excluding interbank deposits, and of currency in circulation 
outside banks was about $58,500,000,000, a larger amount than at 
any previous time. Partly because of the increase in bank reserves 
resulting from gold acquisitions and partly because of the reduc¬ 
tion by the Board of Governors of $750,000,000 in reserve require¬ 
ments, excess reserves of member banks increased in 1938 by about 
$ 2 , 000 , 000 , 000 . 

The Treasury’s receipts in general and special accounts during 
the fiscal year 1938 amoimted to $6,241,700,000, an increase of 
$947,900,000. A large share of the increase was accounted for by 
provisions of the Revenue Act of 1936, which included the imdis- 
tributed profits tax, the subjection of dividends to normal taxes, 
and an increase in surtax rates on individual incomes; and the 
Revenue Act of 1937 which contained provisions mainly concerned 
with the prevention of tax avoidance. The increase of $476,900,000 
in taxes which first became effective in 1937, viz., social security 
taxes and taxes upon carriers and their employees, accounted for 
more than half of the total increase in receipts. 

Total expenditures of. the Federal Government under general 
and special accounts were $7,691,000,000, a decrease of $855,000,- 
000 from the previous year. Expenditures for unemployment relief 
declined by $531,000,000, mainly as a result of a decrease of $424,- 
000,000 in expenditures of the Works Progress Administration. 
The deficit for the fiscal year was $1,449,600,000. 
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The gross public debt outstanding on June 30,1938, amounted 
to $37,164,700,000, an increase of $740,100,000. This was the 
smallest annual increase since the fiscal year 1931. The average 
rate on the interest-bearing debt increased from 2.582% to 
2.589%. Actual expenditures for interest during 1938 amounted to 
$926,280,714. 

The major public debt operations involving Treasury bonds and 
notes were carried out on the four regular tax-payment dates. In 
addition to the weekly sales of Treasury bills and continued sales 
of United States Savings bonds, bonds and notes amounting to 
$512,548,950 were issued for cash, and $2,673,808,600 were issued 
in exchange. 

Special issues of interest-bearing securities, made for the invest¬ 
ment of trust or other funds deposited in the Treasury or pursuant 
to appropriations for specific purposes, increased $1,117,700,000 
during the year. The increase was due for the most part to invest¬ 
ments for the old-age reserve account and the unemployment trust 
fund, established by the Social Security Act. 

The Treasury’s gold stock totaled-$12,962,923,999. 

The United States owned various, securities representing foreign 
obligations, capital stock, bonds, etc., of govermnental corpora¬ 
tions and agencies, and indebtedness to the Government by rail¬ 
roads, farmers, shipowners and others, amounting to $15,566,- 
304,543, as of June 30. 

In some instances, the funds represented by these securities have been 
spent by the respective agencies pursuant to Congressional authorization, 
and in other cases the funds received from the Treasmy have been 
augmented by earnings from operations or interest on investments, etc. 

During the fiscal year additional legislation was enacted au¬ 
thorizing the United States Housing Authority (September 1, 
1937), the housing insurance fund through the Federal Housing 
Administrator (February 3,1938), the Commodity Credit Corpo¬ 
ration (March 8, 1938), and the Federal ship mortgage insurance 
fimd through the Chairman of the United States Maritime Com¬ 
mission (June 23,1938) to issue obligations guaranteed as to prin¬ 
cipal and interest by the United States, and amending the author- 
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ization for the issuance of guaranteed obligations of the mutual 
mortgage insurance fund by the Federal Housing Administrator. 

Further appropriations and allocations of funds were made for 
the purpose of continuing the Federal program to furnish relief 
and to aid recovery, including $1,425,000,000 to the Works Prog¬ 
ress Administration. 

At the beginning of the year, the major holders of Government 
securities were: 


All reporting banks.$16,612,000,000* 

Federal .Reserve Banks. 2,564,000,000 

Other governmental agencies. 509,000,000 

Government trust funds: 

Direct Government obligations. 1,240,000,000 

Special issues (no part of which is held by the public) . 2,227,000,000 

49 legal reserve life insurance companies. 4,416,000,000 


The average yield of outstanding Treasury bonds (March) was 
2.18%. The demand by banks for short-term loans resulted in a 
yield of only .91% from a 3-year Treasury note. Although the 
Treasury desterilized the inactive gold fund and bank reserve re¬ 
quirements were reduced in anticipation of a fall demand for com¬ 
mercial loans, money rates resumed their decline. 

The rate of increase of Government, State and municipal in¬ 
debtedness had been running ahead of the development of the 
country’s economic resources. Expenditures for debt services and 
defense preparations were estimated at over 4% of the national 
income. The fiscal year expenditures for various Government ad¬ 
ministration relief programs raised the percentage to over 8% of 
the national income. 

Five offerings of Treasury bonds were made during the year in 
exchange for notes, and two of the offerings included amounts for 
cash; 23^% bonds of 1948 (March); 2^% bonds of 1958-63 
(June); 23^% bonds of 1950-52 (September); 2%% bonds of 
1960-65, and 2% bonds of 1947 (December). In some instances, 
the Treasury anticipated the maturity of notes tendered in 
exchange by three months. 


*Includes guaranteed obligations. 
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The country’s economy had been inflated by Government ex¬ 
penditures. Excess bank reserves had been increased to an all-time 
high figure. For the $700,000,000 offering of new securities (bonds 
and notes) in December, subscriptions totaled $9,378,000,000, 
equivalent to almost one-fifth of all the deposits ($50,000,000,000) 
in the 15,586 various banks in the country. 

As of December 31, 1938, the composition of the interest-bear¬ 
ing debt of the United States Government was— 

66 . 7 % bonds 
21.8% notes 

3 . 4 % bills and certificates of indebtedness 
8.1% special issues 

A revised procedure in the appraisal of bonds in bank examina¬ 
tions was agreed to by the Secretary of the Treasury, the Board of 
Governors of the Federal Reserve System, the Directors of the 
Federal Deposit Insurance Corporation, and the Comptroller of 
the Currency. Neither appreciation nor depreciation will be taken 
into account in figuring net sound capital of the bank. The premi¬ 
um on securities purchased at a premium must be amortized. 

Briefly, Group I securities include general market obligations 
in the four highest grades. Group II will be valued at the aver¬ 
age market price for eighteen months preceding the examina¬ 
tion. Consequently, the necessity for maintaining the market 
price of United States Government bonds to assure immediate 
solvency of a bank no longer exists. Prior to 1930 Government 
securities had to be valued at the market price. During the crisis 
of 1931 the Comptroller permitted banks to carry Government 
bonds at cost. , 

The Government’s battle with economic forces caused private 
investors to be witnesses of the response of banks to the Treasury’s 
operations. The rapid rise of the whole market for Government 
securities in the early part of the year accompanied the largest 
sales of United States Savings bonds since they were first offered in 
1935. The temporary decline in the fall reflected the price rise for 
gold abroad, and the ominous political acceptance of Germany’s 
peace promise at Mimich (September 29, 1938), which accom- 
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plished merely an amazing armistice. The year-end trend of the 
Government securities market represented the growing abun¬ 
dance of cheap idle money. The demand for Treasury bills at 
premium prices produced minus yields. 

With economic theories being tuned to social reformations. Fed¬ 
eral and bureaucratic controls of private enterprise failed to re¬ 
vive public confidence. The American worker did not want any¬ 
body to be good to him; he wanted a chance to be good to himself. 
Unemployment was estimated at from 9 to million. Thomas 
Jefferson was quoted: ‘Tf we can prevent the Government from 
wasting the labors of the people, under the pretense of caring for 
them, they, the people, will be happy."' Observing business reces¬ 
sion, as Government regimentation persisted, the conservative 
public regarded planned economy under bureaucratic controls to 
be a fantastic fallacy. ‘'The windmills are geared to nothing; they 
draw no buckets and grind no corn.” The conflicting opinions of 
the Government program were likened to comments on two books 
by a Yale professor on the subject of psychology—Nobody but the 
Professor and God understood the first book and when the second 
book was published God dropped out—. Investable or enterprise 
capital avoided risks in the uneconomic situation of industry. 
Experiments to control economic life, by statute, had failed. The 
President, in the first month of his administration, in sponsoring 
the ever-normal granary scheme (Agricultural Adjustment Act) to 
regulate farmers’ production, had stated, ‘Tf a fair administrative 
trial of it is made and it does not produce the hoped-for results, I 
shall be the first to acknowledge it. , . 

As the Commercial and Financial Chronicle pictured the 
general situation: 

During 19S8, with no apparent halt in the increase of the Government 
debt. President Roosevelt’s Administration continued its pump-priming 
program despite ample evidence that it was ineffective in promoting 
sound and lasting economic improvement. A previous admonition by 
President Roosevelt was that “liberal governments are often wrecked on 
the rocks of loose fiscal policy.” Noting with growing alarm the mounting 
debt and the effect of the Administration’s program upon business and 
the psychology of the country apparently caused the Administration to 



^52 , Concerning U. S. Government Securities 

turn toward agency financing. The ordinary Federal budget or statement 
did not indicate the indirect obligations of the Treasury which those 
agencies’ obligations represented. Bank reserves mounted as foreign 
capital was sent to the United States by European holders who sensed 
the dangers of a European war. Idle credit of American banks was in¬ 
creased with the inflow of gold from abroad. Since there was virtually no 
public demand for credit accommodation, the banks of the United States 
had little alternative to a further absorption of securities of the United 
States and its agencies. Therefore, no difiSculty was experienced by the 
Treasury in raising funds from banking institutions for President Roose¬ 
velt’s spending program. At the end of 1938 indications were that a 
balance between income and expenditures of the United States Treasury 
was indefinitely distant. 

Puzzled by political prescriptions, the layman's common 
definition was— 

Socialism means that if you have two cows you give one to your neigh¬ 
bor. Under Comm^inism you give both cows to the government, which 
gives you back some of the milk. Under Fascism you keep the cows but 
give the milk to the government, which sells some of it back to you. 
Under New Dealism, you shoot one cow, milk the other, and then pour 
the milk down the sink. 

The prospect of a sudden war in Europe diverted public atten¬ 
tion from the domestic demoralizing factors and the capitalistic 
chaos which all nations inherited after the first World War. 


1939 Summarizing the calendar year report of the Board of 
Governors of the Federal Reserve System: 

At the beginning of the year, business activity had recovered 
about half of the severe decline that ,had occurred between the 
middle of 1937 and the summer of 1938. An upward movement was 
sharply accelerated in September when war broke out in Europe. 
In the closing months of the year the rate of output in terms of 
quantity of goods and services was higher than at any time in the 
country’s history. 

During the year recurring war crises in Europe resulted in an 
increased flow of gold to the United States and at the end of the 
year our gold stock reached the unprecedented total of $17,650,- 
000,000, representing two-thirds of the world’s monetary gold. 
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Gold acquisitions in the first four months of the war averaged 
$55,000,000 a week. 

This infiow of gold resulted in a corresponding growth of mem¬ 
ber bank reserves and deposits, and this, together with some ex¬ 
pansion of bank loans and investments, carried bank deposits to 
new high levels. Required reserves increased correspondingly, but 
this increase fell far short of absorbing the additions to bank re¬ 
serves, so that excess reserves rose further to a volume in excess 
of $5,000,000,000. 

The principal medium of Federal Reserve policy during the year 
was open market operations. In the middle of the year, when rates 
on Treasury bills were practically on a no-yield basis, the Federal 
Open Market Committee decided that, whenever market condi¬ 
tions warranted, holdings of Treasury bills would be allowed to 
mature without replacement. In the autumn when hostilities 
broke out in Europe, and United States securities, as well as other 
high-grade fixed interest obligations, fell rapidly in price, the Sys¬ 
tem bought Government securities freely with a view to cushion¬ 
ing the decline and exerting an infiuence against disorganization in 
the capital market. It was not the Syjstem’s objective to hold 
Government security prices at any given level but to prevent them 
from falling so rapidly as to result in panicky conditions in the 
market. When the shock of the outbreak of the war had subsided 
and prices of Government securities had advanced further, the 
System sold some securities from its portfolio. As a net result of 
the year’s operations,' the System’s open market portfolio at the 
end of 1939 was $80,000,000 lower than at the beginning of the 
year. 

An important change in the System’s open market policy during 
1939 was the departure from the practice of recent years of main¬ 
taining a constant amoimt of securities in the System accoimt. 
This change reflected a shift in emphasis in the use of open market 
operations from their influence on member bank reserves to their 
direct influence on conditions in the capital market. It was no 
longer necessary to attach as much importance as previously to 
having at all times a large amount of securities of short maturity. 



254 Concerning V. S. Government Securities 

Since the autumn of 193S the System’s open market portfolio had 
been approximately $2,500,000,000. 

While the System has neither the obligation nor the power to 
assure any given level of prices or yields for Government securi¬ 
ties, its policy in so far as its powers permit was to protect the 
market for these securities from violent fluctuations of a specula¬ 
tive, or panicky nature. Prices of fixed-interest rate securities, in¬ 
cluding those of the Government, inevitably adjust to changes in 
long-time interest rates. Consequently, an orderly rise or fall in 
United States bond prices in response to changes in underlying 
credit conditions, as expressed in interest rates, does not call for 
action by the System. 

The System cannot and does not guarantee any current prices 
of Government obligations, nor does it undertake to preserve for 
member banks such profits as they may have on their Government 
securities, or to protect them against losses in this account. The 
Government security market, however, has become in recent years 
the principal part of the money market, and member banks are 
in the habit of adjusting their cash positions through sales and 
purchases of United States Government securities. 

On September 1 the System announced that all Federal Reserve 
Banks stood ready to make advances on Government securities to 
member and nonmember banks at par and at the discount rate. 
The discount rate at the time was 1% in New York and at 

the other Reserve Banks. 

When war actually broke out on September 1, and long-term 
Government bonds declined by a full point, the System purchased 
more than $100,000,000 of Government securities. This amoimt 
included $61,000,000 purchased from dealers in order to prevent 
these holdings from hanging over the market, or from demoralizmg 
the market further if dealers attempted to liquidate them at once. 
The understandiag with dealers during this period was that they 
were expected to act in effect as brokers only and were not to take 
positions on either the long or the short side of the market. For a 
brief period from September 1 to 6, dealers were also requested, 
when offering securities to the Federal Reserve Banks, to give the 
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names of the sellers of the securities. This plan was adopted 
as a means of detecting possible speculative short sales. The 
policy of requiring the names of sellers was discontinued as soon 
as market conditions justified its abandonment. As a further 
precaution it was agreed that dealers would stop trading in 
United States Government obligations at four o’clock in the 
afternoon. 

By the end of the year, prices of Government and high-grade 
corporate obligations had advanced to levels that prevailed prior 
to the outbreak of the war in Europe. 

The entry or withdrawal of the System as an active buyer or 
seller had an influence not only on prices of the particular issues 
that the System bought or sold, but also on the market for Govern¬ 
ment obligations as a whole and to some extent on the capital 
market in general. 

The Treasury’s fiscal year showed receipts in general and special 
accounts amounted to $5,668,000,000. Individual and corporate 
income taxes constituted 38% of the total receipts. Social security 
taxes, which were first collected during the fiscal year 1937, consti¬ 
tuted 11% of total receipts in 1939, and the estate tax constituted 
6% of total receipts. 

Total expenditures of the Government under general and special 
accounts amounted to $9,268,000,000, an increase of $1,577,000,- 
000 over the previous year. The increase was due principally to an 
increase of $420,000,000 in expenditures under the agricultural ad¬ 
justment program; public works expenditures increased $231,000,- 
000; expenditures for national defense increased $76,000,000; ex¬ 
penditures under the Social Security and Railroad Retirement 
Acts increased by $126,000,000, and unemployment reKef ex¬ 
penditures increased by $681,000,000, mainly as a result of an in¬ 
crease in the expenditures of the Works Progress Administration, 
including the National Youth Administration. The deficit for the 
fiscal year was $3,601,000,000. 

The gross debt outstanding on June 30,1939, was $40,439,500,- 
000. The computed average rate of interest on the outstanding 
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names of the sellers of the securities. This plan was adopted 
as a means of detecting possible speculative short sales. The 
policy of requiring the names of sellers was discontinued as soon 
as market conditions justified its abandonment. As a further 
precaution it was agreed that dealers would stop trading in 
United States Government obligations at four o'clock in the 
afternoon. 

By the end of the year, prices of Government and high-grade 
corporate obligations had advanced to levels that prevailed prior 
to the outbreak of the war in Europe. 

The entry or withdrawal of the System as an active buyer or 
seller had an influence not only on prices of the particular issues 
that the System bought or sold, but also on the market for Govern¬ 
ment obligations as a whole and to some extent on the capital 
market in general. 

The Treasury’s fiscal year showed receipts in general and special 
accounts amounted to $5,668,000,000. Individual and corporate 
income taxes constituted 88% of the total receipts. Social security 
taxes, which were first collected during the fiscal year 1937, consti¬ 
tuted 11% of total receipts in 1939, and the estate tax constituted 
6% of total receipts. 

Total expenditures of the Government under general and special 
accounts amounted to $9,268,000,000, an increase of $1,577,000,- 
000 over the previous year. The increase was due principally to an 
increase of $420,000,000 in expenditures under the agricultural ad¬ 
justment program; public works expenditures increased $231,000,- 
000; expenditures for national defense increased $76,000,000; ex¬ 
penditures under the Social Security and Railroad Retirement 
Acts increased by $126,000,000, and unemployment rehef ex¬ 
penditures increased by $681,000,000, mainly as a result of an in¬ 
crease in the expenditures of the Works Progress Administration, 
including the National Youth Administration. The deficit for the 
fiscal year was $3,601,000,000. 

The gross debt outstanding on June 30,1939, was $40,439,500,- 
000. The computed average rate of interest on the outstanding 
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interest-bearing debt increased from 2.589% to 2.60%. Tbe net 
expenditures for interest amounted to $940,539,764, 

The major public debt operations during the fiscal year, besides 
offerings and redemptions of Treasury bills, and the sale of United 
States Savings Jsonds, involved the issues of bonds and notes 
aggregating $4,570,135,500, of which $1,535,251,400 were issuedfor 
cash, and $3,034,884,100 for the refunding of Treasury notes. 

Between March 1,1935, when the issue of United States Savings 
bonds was inau^rated, and June 30, 1939, bond§ aggregating 
$2,690,051,025 maturity value were sold, and bonds with a ma¬ 
turity value of $258,160,375 were redeemed. 

Issues of special series of interest-bearing securities, made for 
the investment of trust funds or other funds deposited in the 

COMPOSITION OF THE INTEREST-BEARING PUBLIC DEBT OUTSTANDING, 
BY TYPES OF OBLIGATIONS-MONTHLY, JANUARY 1981 TO JUNE 1939 
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Treasury or pursuant to appropriations for specific purposes, for 
the most part investments for the old-age reserve account and the 
unemployment trust fund, established by the Social Security Act, 
resulted in an increase of $1,094,179,000 in the amount out¬ 
standing. 

As of January 1, 1939, direct obligations of the United States 
Government, totaling $38,899,000,000, were held as follows: Gov¬ 
ernment agencies and trust funds, $5,030,000,000; Federal Re¬ 
serve Banks, $2,564,000,000; other holders, $31,305,000,000. 

Of a total of $4,992,000,000 Guaranteed obligations outstand¬ 
ing, as listed below, $325,000,000 were held by Government 
agencies and trust funds, and $4,667,000,000 by other holders: 

$ 206,200,000 Commodity Credit Corporation notes 
1,387,800,000 Federal Farm Mortgage Corporation bonds 
1,300,000 Federal Housing Administration debentures 
2,887,600,000 Home Owners’ Loan Corporation bonds 
509,000,000 Reconstruction Finance Corporation notes 

In contrast to the calm official reports of both the Federal Re¬ 
serve Board and the Secretary of the Treasury, the public’s ob¬ 
servations and reactions to developing events reflected emotional 
worry. Government spending and deficit financing characterized 
the national situation in the first half of the year as it had since 
1930 when the Federal debt was at its postwar low. 

The Administration continued to pump borrowed Federal money 
into the economic stream. That fiscal policy tended to discourage 
enterprise by the uncertainty of its ultimate outcome. All pretense 
of a desire to attain a balance between income and expenditures 
had been abandoned. The fashion of the day seemed to be eco- 
nonaic suicide. Thtfoughout 1939 Federal outlays far exceeded the 
receipts from taxation, although the latter tended to advance. 
Subsidies to farmers and the unemployed were accompanied by a 
vast program of public works, railroad equipment-financing, rural 
electrification, farm purchases by tenants, and foreign loans, the 
payment to involve outlays of $3,860,000,000 over a period of 
years. Although recommended outlays were officially referred to as 
“self-liquidating and in no way competitive with private' enter- 
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prise,” Congress sent the proposal to defeat. That was viewed as 
marking the beginning of restraint upon the Administration’s 
pump-priming program. 

Unorthodox economic policies and unsound fiscal programs 
threatened to become enduring. President Roosevelt’s Budget 
Message, January 5, 1939, stated. 

It would be unwise either to curtail expenditures sharply or to impose 
drastic new taxes at this stage of recovery... . The increase in the debt, 
by reason of the deficit, does not mean that the Treasury will borrow that 
additional sum on the market. There will be available ... approximately 
$950,000,000, which represents investments of funds from the Old Age 
Reserve Account. . . the Unemployment Trust Fund . . . the Railroad 
and Governmental Employees’ Retirement Funds and from Veterans’ 
Funds. 

The Federal Reserve Board indicated that it did not favor 
enactment of any law based upon the assumption that the Federal 
Reserve System, or any other system of the country, can control 
the volume of money and credit and thereby raise the price level 
to a prescribed point and maintain it there. The depression had 
virtually forced banJks to become buyers of Government bonds and 
assume the speculation in their future market value. According to 
the Assistant Secretary of State, the theory that a bank must 
“make a profit” today has ceased to be valid, except in a limited 
sense. Banks’ holdings constituted about 30% of their total earning 
assets. The Government debt had increased approximately 100% 
since March 1933, and the interest charge on it was equivalent 
to the Government’s entire debt twenty-two years ago. 

Low money rates had lost their influence to stimulate, business 
recovery. They were an unaccepted invitation to inflationary 
orgies. The Federal Reserve Board mentioned the danger existing 
in idle funds in banks. 

The United States Housing; Authority offered $100,000,000 
5-year 1^% notes as its first public financing. The Reconstruc¬ 
tion Finance Corporation offered $300,000,000 14,% notes at 
1003 ^. Both issues were heavily oversubscribed. New York 
State sold $100,000,000 short-term notes at a record low interest 
rate of K of !%• 



Market Decline Received System Support 259 

Treasury financing for the first quarter offered holders of Treas¬ 
ury 23 ^% notes, maturing June 15, 1939, three conversion plans 
at premium prices in exchange: namely, 23^% bonds of 1950-52 
at 1023 ^, 234 % bonds of 1960-65 at 102^^, and 13^% Treasury 
notes, due December 15, 1943, at 101. These offerings were addi¬ 
tional amounts of previous issues. Of the amounts allotted 70% 
went into the longest maturities. 

Since January 1932 the lowest yield of Treasury bonds was re¬ 
corded in June 1939. Then Treasury bonds and"notes were at all- 
time high price levels, and the seven shortest issues of Treasury 
notes and two shortest issues of Treasury bonds were selling at 
prices giving negative yields. 

In June and August foreign war news caused United States 
Government bonds in one day to decline one point, with no buyers 
for more than small amounts. 

Germany invaded Poland on September 1, and Great Britain and 
France declared war on Germany on September 3. The public re¬ 
action to the European war caused a prompt decline for all long¬ 
term Government bonds. Sales for the most part were made by 
institutiohs outside the large financial centers. During the first 
eighteen days of the war, long-term Treasury bonds declined 53^ 
points in market value. The decline ended September 22 showing 
about 6^ points’ average below the August closing price level; 
the most precipitate decline in six years. During the four weeks 
ending September 27, the Federal Reserve System provided mar¬ 
ket support by purchasing an estimated $403,482,000 bonds and 
$66,338,000 notes. In the last two months of the year, when Gov¬ 
ernment security prices advanced and there was a strong demand, 
$77,000,000 of this total was sold. 

In October, when the gold holdings of the Government had 
risen to a record of over $17,000,000,000, Government security 
prices again advanced. By December, many issues were five to 
seven points above the September lowest levels. 

The first Treasury offering of the year for cash was made in 
November when $500,000,000 2% bonds of 1948-50 were offered 
at 100. A new preferred allotment system was established, where- 
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by subscriptions up to $5,000 were allotted in full provided the 
subscriber agreed to accept delayed delivery in registered bonds 
and entered no other subscription. In December, Treasury 23>^% 
bonds of 1951-53 were offered at 100, only in exchange for 1^4% 
notes maturing March 15, 1940. 

The national credit of the United States still commanded confi¬ 
dence in spite of political abuse and world events. The Treasury 
needed huge sums to meet costs of authorized domestic programs. 

1940 The war situation and the national, defense program were 
the dominating influences on business and financial developments 
in the United States during the calendar year. The Federal Re¬ 
serve System gave consideration to the best means of preventing 
undesirable credit expansion that might impede the progress of 
defense and increase the difficulties of readjustment later. 

After the outbreak of war in the autumn of 1939, there was a 
rapid expansion of production and a substantial advance in prices. 
These developments were partly of a speculative character, in 
anticipation of large war demands. During the first four months 
of 1940, there was some recession in activity but as orders from 
belligerents increased and the national defense program got under 
way, industrial activity rose sharply. This rise continued to the 
end of the year, when industrial output as a whole was larger than 
at any previous time and many industries were operating close to 
existing capacity. The increase of activity, however, was not ac¬ 
companied by a considerable or widespread advance in prices. 

National income advanced from $71,000,000,000 in 1939 to an 
annual rate of about $80,000,000,000 in the late months of 1940. 
This rise was due in large part to defense activities, together with 
orders from Great Britain for war materials. A considerable part 
of the increase reflected a further rise in the volume of industrial 
employment, particularly in the higher wage occupations. At the 
end of 1940, however, there were still a large number of persons 
unemployed. The cash income of farmers rose, and corporate 
profits, notwithstanding deductions for higher taxes, increased 
considerably. 
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Bank Deposits at High Record 

The volume of bank credit expanded substantially during the 
year. Banks added large amounts to their holdings of Government 
securities and also increased their commercial, industrial, and 
agricultural loans, their loans on real estate, and their consumer 
loans. A large part of the increase in bank credit was due to sub¬ 
stantial purchases of United States Government obligations by 
New York City banks. The growth in bank credit, together with 
the unprecedented inflow of gold from abroad, resulted in a further 
increase in bank deposits to a new high record. This growth was 
more rsipid than the increase in activity, with the consequence 
that the rate of turnover of deposits was lower than in 1939. An 
increasing proportion of total deposits appeared to be held as idle 
funds pending investment. 

The flight of capital from foreign coimtries in the war zones was 
a major factor in gold imports during the early part of the year. 
After the German successes in the spring, the rapid increase in 
British payments for war materials raised the gold ioflow to new 
heights. As gold reserves of the United Kingdom were largely ex¬ 
hausted by the movement, the gold inflow at the close of 1940 
receded. 

By the end of the year, bank reserves aggregated $14,000,000,- 
000 , almost half of this amount being in excess of legal require¬ 
ments. Banks had more money available for loans and investments 
than ever before. Deposits in aU banks in the United States, ex¬ 
clusive of interbank deposits, increased by over $6,000,000,000 
during the year. The total volume of bank deposits and currency 
held by the public reached a record high level of about $71,000,- 
000,000 at the end of the year. 

Since bank reserves had risen beyond the System’s power to re¬ 
strain an inflationary credit expansion should one develop, and 
since such a development might seriously hamper the defense pro¬ 
gram, the Federal Reserve authorities recommended that the 
System be given power to absorb excess reserves and limit further 
expansion. 

Federal Reserve credit policy during the year was expressed 
through open market operations in the interest of maintaining 
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orderly conditions in the capital market. The System’s portfolio of 
Government obligations was intermittently reduced as market 
demand became strong and Government security prices advanced. 
By the end of the year the System had sold $300,000,000 of Gov¬ 
ernment obligations from its portfolio. By making these securities 
available to other purchasers, the System exerted a stabilizing 
influence on the capital market. 

After reaching a low point early^in June, the market for the next 
six months continued an uninterrupted advance to a new all-time 
high price level on December 10,1940, reflecting the large.amount 
of funds seeking investment. Then, the longest outstanding Treas¬ 
ury bond issue, the 1960-65s, yielded about 2%, compared with a 
high yield of 2^% in September 1939. The average yield on all 
Treasury bonds callable in more than 12 years declined to 1%%, 
and the average yield on 3 to 5-year tax-exempt Treasury notes 
was between 3?^% and %%• Yields on high-grade corporate bonds 
at the year-end averaged less than 2^%. 

The amount of Treasury bonds, notes, and bills outstanding in 
the open market increased during 1940 by about $900,000,000. 
Guaranteed obligations showed an increase of about $300,000,000. 

With the outbreak of war, the Allies imposed exchange controls 
and curbed the flight of British and French funds that had been in 
progress. The United Kingdom went further, and requisitioned a 
large part of the dollar balances that its nationals had previously 
acquired, and subsequently, in a series of steps, it requisitioned 
specified holdings of dollar securities as well. The various controls 
not only stopped the flight of capital on the part of their own na¬ 
tionals, but drew upon existing private^assets to finance their war 
needs. 


The Treasury’s fiscal year 1940 marked the transition from a 
period of about eight years during which the fiscal policy was con¬ 
cerned primarily with problems arising out of the depression to a 
period where emphasis was likely to be placed upon fiscal prob¬ 
lems connected with the country’s rearmament program. 

Total receipts in general land special accounts for the fiscal year 
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amounted to $5,925,000,000. Total expenditures of the Federal 
Government, excluding debt retirement, amounted to $8,998,- 
000 ,000. The deficit amounted to $8,740,000,000. 

The total expenditures of the Federal Government from general 
and special accounts for the eight fiscal years from July 1, 1932, 
through June 30, 1940, amounted to approximately $60,827,000,- 
000 . The largest single object of expenditure during that period 
was $15,507,000,000 for relief and work relief. In the same period, 
expenditures of the War and Navy Departments for national 
defense amounted to $7,497,000,000. 

The gross public debt outstanding at the close of the fiscal year 
amounted to $42,968,000,000, an increase of $2,528,000,000 for the 
year. During the year the computed average rate of interest on the 
interest-bearing debt decreased from 2.60% to 2.583%. The actual 
expenditures for interest amounted to $1,041,000,000. 

Certain governmental corporations and agencies authorized to 
issue bonds and other obligations, guaranteed as to the payment of 
principal and interest by the United States, had $5,532,100,000 
outstanding. 

United States Savings bonds outstanding had a current re¬ 
demption value of $2,904,700,000. 

The United States owned securities of governmental corpora¬ 
tions and agencies, and indebtedness to the Government by rail¬ 
roads, farmers, shipowners, and others, in the face amount of 
$3,031,000,000; and obligations of foreign governments in the 
principal amount of $12,661,000,000. 

Secretary Morgenthau summarized the major market move¬ 
ments for the period 1932-1940: 

On January 11, 1932, the yields of Treasury securities stood at the 
highest level of the preceding eight years. From that high level to mid- 
1940, there was a more or less continuous decline in the yields of Treasury 
(and other high grade) securities. 

The declining trend of yields of Treasury securities was interrupted 
by five major upswings. The first of these upswings was in March 1933 
(the bank holiday); the second occurred at the end of 1933 (monetary un¬ 
certainty) ; the third occurred m midyear 1934 (unsettlement in European 
conditions following the assassination of Chancellor DoUfuss of Austria). 
The jdelds of Treasury securities then continued to decline until March 
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1937, when a sharp rise in yields (fourth upswing) occurred immediately 
following the announcement of th6 second increase in member bank re¬ 
serve requirements. The fifth major upward movement of yields occurred 
at the time of the outbreak of war in September 1939, carrying yields up 
sharply from the all-time low levels of June 1939. Since September 1939, 
the trend of declining yields has continued.. 

Comparisons in the discussion above have been based on the yields 
rather than on the dollar prices of the securities. Prices move inversely to 
yields, i.e., the higher the price the lower the yield and conversely, so that 
during the period 1932-1940, the decline in yields has been reflected in a 
substantial rise in prices of outstanding securities. Factors such as the 
amortization of price premiums on outstanding issues as their maturity 
date approaches and the fact that new issues are generally offered at par 
tend to distort data on prices. As a result of the declining trends in yields, 
the Treasury has been able to issue securities with lower and lower 
coupon rates. 

While the yields of all classes of United States Government obligations 
have been decreasing, there has also been a decline of short-term yields 
relative to long-term yields. This movement, which has been markedly 
accelerated within the past few years, appears to have beey in progress 
since the first World War. 

An important influence contributing to the present low level of short¬ 
term yields, as compared with the yields of longer maturities, is the ex¬ 
treme demand for short maturities which has existed during the greater 
part of the period since 1932. This demand has come mainly from banks 
and is very largely the result of the rapid growth in the volume of excess 
reserves pressing for investment. This is shown by the fact that the 
principal holders of short maturities in recent years have been commercial 
banks. As of June 30,1940, insured commercial banks held about 54% of 
the privately held marketable supply of the public debt obligations ma¬ 
turing within five years. 

At the end of the 1940 fiscal year, money in circulation totaled 
$7,847,501,000. 

Secretary Morgenthau mentioned that national income ‘'pro¬ 
duced’" is defined by the Department of Comnierce as “the net 
value of all goods and services produced within a given period.” 
The course of the national income has a great influence upon tax 
liabilities, as well as the composition of the income. Assuming a 
national income of $100,000,000,000 for several years, the existing 
tax structure would provide annual Federal tax liabilities of $13,- 
400,000,000. This tax yield would be unprecedented in our 
national history. 
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His review of the Federal tax structure as it existed in 1940 (to 
June 30) and as it existed after the passage of previous revenue 
laws showed, in part, as follows: 

(1932) The Revenue Act of 1932 provided for an increase in the corpo¬ 
ration income tax rate from 12% to 13^%, and the normal rates on in¬ 
dividual incomes from 1}4%» ^^^d 5%, to 4% and 8%; elimination of 

any tax credit for earned income; reduction in personal exemptions; sur¬ 
taxes graduated from 1% on net income in excess of $6,000, up to 55% on 
net income in excess of $1,000,000; an additional tax at graduated rates 
on estates; a gift tax at rates graduated up to 333^%. 

Also the act provided special manufacturers’ excises on specific articles, 
and that on gasoline proved the most productive as a source of revenue. 
These taxes, in general enacted for a 2-year period, were originally in¬ 
tended to be temporary. The majority remained in effect until 1938, and 
certain ones were scheduled to expire in 1945. 

(1933) The fiscal year saw the first effects of the revenue act of the pre¬ 
ceding year and the creation of a tax base in the liquor industry. The new 
manufacturers’ excises brought in $248,000,000 the first year, half from 
gasoline. The Volstead Act was amended to permit the sale of beer and 
light wines, and the act which legalized them (approved March 22, 1933) 
provided for taxes upon fermented liquors which yielded $35,000,000 
before the close of the fiscal year. 

The Agricultural Adjustment Act (approved May 12,1933) imposed a 
tax which was designed primarily to finance the activities of the Agri¬ 
cultural Adjustment Administration in its program to raise the prices of 
farm products to ‘"parity” by crop reductions and otherwise. The proc¬ 
essing tax provisions of this act, together with its amendments of later 
fiscal years, were held unconstitutional on January 6, 1936, by the 
United States Supreme Court. 

The main tax provisions of the National Industrial Recovery Act (ap¬ 
proved June 16, 1933) were: (1) A capital stock tax at the rate of $1 for 
each $1,000 of the declared value of a corporation’s capital stock; (2) An 
excess-profits tax on corporations at the rate of 5% on net income in ex¬ 
cess of 12J^% of the adjusted declared value of the stock of each corpora¬ 
tion; (3) A tax of 5% upon all dividends paid by corporations to individ¬ 
uals and to foreign corporations, to be withheld at the source; (4) The 
manufacturers’ excise and other taxes imposed by the Revenue Act of 
1932 were extended for one year after June 30,, 1934, and the rate of the 
gasoline tax was increased from one cent to one and one-half cents a 
gallon. It was provided that the new and increased taxes imposed under 
this act should cease to be effective at stated periods after the President 
proclaimed the date. 

(1934) Both personal and corporate income tax receipts rose during the 
fiscal year. The other outstanding increases in revenue came in the gaso- 
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line excise which yielded $78,000,000 more, due to the increase in the tax, 
and in fermented malt liquors where, following the repeal of prohibition, 
there was an increase of $134,000,000 in tax revenue. 

With the repeal of the eighteenth amendment, certain of the National 
Industrial Recovery Act taxes were repealed as of the following dates: 
the dividends tax as of December 31, 1933; the rate of the gasoline tax 
reverted to its one cent a gallon rate after that date; the capital stock tax 
was not to apply to any year except the year ending June 30, 1933, and 
the excess-profits tax was not to apply after June 30, 1934. 

The Revenue Act of 1934 provided for four principal Changes from the 
1932 rates: (1) The corporate income tax was amended to allow consoli¬ 
dated returns only in the case of railroads; special taxes were placed on 
“personal holding companies”; the taxes on capital stock and excess prof¬ 
its of corporations were again imposed. (2) The personal income tax was 
changed by lowering the normal tax rate to a flat 4%, raising surtax 
rates, and restoring a 10% earned income credit against the normal tax; 
the entire method of taxing capital gains—previously taxed as ordinary 
income or subject to a flat rate of 123 ^% at the option of the taxpayer— 
was altered. Deduction of capital losses was limited to capital gains plus 
$2,000, regardless* of the time for which such assets had been held, and for 
corporations no distinction was made for the length of time for which the 
assets were held but capital losses were limited to capital gains plus 
$2,000. (3) Tax rates on both estates and gifts were raised. The increase 
in the gift tax was not to take effect until the calendar year 1935, and 
donors took advantage of the period between the effective date of the act 
(May 10,1^934) and the end of the year to make a large amount of gifts .at 
the 1932 act rates. (4) Manufacturers’ excise taxes were altered some¬ 
what. 

The Reciprocal Trade Agreements Act, approved on June 12, 1934, 
authorized the President for three years to enter into reciprocal trade 
agreements with foreign governments wherein, among other things, exist¬ 
ing duties might be modified by not more than 50% of the duty imposed 
under the Tariff Act of 1930. This act was renewed in 1937 and again in 
1940. 

(1935) Higher rates of the 1934 Revenue Act increased Federal reve¬ 
nues during the fiscal year, Cxirrent corporation income taxes rose 
$144,000,000 and current individual income taxes rose $93,000,000. Liq¬ 
uor production and consumption were moimtmg steadily, and liquor tax 
receipts rose from $259,000,000 in 1934 to $411,000,000 in 1935, the first 
full fiscal year after repeal of prohibition. Total receipts from taxation 
rose from $2,954,000,000 to $3,621,000,000. 

The principal revenue legislation of the fiscal year 1935 was the exten¬ 
sion for two years of the special taxes imposed by the Revenue Act of 
1932, except for the tax on checks which was repealed as of January 1, 
1935. There were also enacted a considerable number of additions to and 
modifications of the Agricultural Adjustment Act. 
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(1936) Two revenue acts were passed during the fiscal year 1936. The 
Revenue Act of 1935 (approved August 30) raised individual income sur¬ 
tax rates for surtax net incomes above $50,000 and the maximum of 59% 
(on incomes above $1,000,000) increased to 75% (on incomes above 
$5,000,000). (The 75% rate compares with the .previous top rate of 65% 
levied on incomes above $1,000,000 in 1918-1921.) All estate and gift 
taxes were raised. The specific exemptions for both estate and gift taxes 
were reduced from $50,000 to $40,000. 

Two new features were introduced into the corporation income tax by 
the Revenue Act of 1935. The first was a progressive tax. Instead of the 
flat rate of 13^% the rate scale was graduated from 12J^% on the first 
$2,000 of net income to 15% on net incomes of over $40,000. The second 
required 10% of the dividends received from domestic corporations to be 
included as ordinary income by the receiving corporation. These provi¬ 
sions, however, did not go into effect, but were superseded by those of the 
Revenue Act of 1936. 

The 1936 act retained the progressive principle of the previous legisla¬ 
tion as applied to corporate income, but lowered the rates in all but the 
highest bracket, and in addition imposed graduated surtaxes of from 7% 
to 27% upon undistributed corporate net income arising in taxable years 
beginning after December 31,T935. The act also made 15% of intercor¬ 
porate dividends (instead of 10% as in the 1935 act) subject to the nor¬ 
mal tax, and all corporate dividends received by individuals were made 
subject to the normal tax as well as the surtax. 

The excess-profits rates of the 1935 act were increased from 5% of all in¬ 
come in excess of 123 ^% of the declared value of capital stock to 6% of the 
excess above 10% and less than 15%, and 12% on all other excess income. 

Further legislation included the Social Security Act, approved August 
14, 1935, which imposed two taxes in connection with the old-age in¬ 
surance provisions of the act: (1) An income tax on employees (with cer¬ 
tain occupational exceptions) starting at 1% in 1937 and rising gradually 
to 3% after 1948, based on wages received not in excess of $3,000 per 
annum; and (2) an excise tax on employers (with certain occupational 
exceptions) starting at 1% in 1937 and rising gradually to 3% after 1948, 
based on wages paid, not in excess of $3,000 per annum, to each individ¬ 
ual employee. In addition, the act imposed in connection with the unem¬ 
ployment insurance features of the social security program an excise tax 
on employers of eight or more equal to 1% of the total wages payable in 
the calendar year 1936, 2% in 1937, and 3% in 1938 and thereafter, with 
a credit allowance of 90% of the tax imposed for contributions paid into 
State unemployment funds. 

(1937) The fiscal year covered the period of the highest business activ¬ 
ity during the recovery period. Tax receipts rose by $1,184,000,000 dur¬ 
ing the year. The rise in income taxes was especially marked— 
$407,000,000 in individual and $284,000,000 in corporation. Legislation 
extended the temporary taxes of the Revenue Act of 1932 to 1939. 
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(1938) A business recession which began in the spring and summer of 

1937 continued into the fiscal year 1938. Income tax receipts continued 
to reflect conditions of the prosperous calendar years 1936 and 1937. 

The Revenue Act of 1937, approved on August 26,1937, was concerned 
chiefly with an effort to check income tax avoidance. This act affected 
only taxable year incomes of 1937, except in so far as its provisions were 
re-enacted by the Revenue Act of 1938, which became law on May 28 
without the President’s signature. The principal provisions of the 1938 
act were: (1) One corporation income tax was substituted for the normal 
income and undistributed profits taxes of the Revenue Act of 1936. For 
corporations with incomes in excess of $25,000 the tax rate varied from 
163 ^% to 19% depending upon the percentage of net income distributed 
as dividends. Corporations improperly accumulating surplus were taxed 
at increased rates. (2) The flat rate method of taxing long-term capital 
gains and losses in effect prior to 1934 was reinstated. (3) The annual gift 
tax exemption was reduced from $5,000 to $4,000 per person, and gifts in 
trust were excluded from this exemption. (4) A number of the manufac¬ 
turers’ excise taxes were repealed. 

(1939) For the flrst time since 1933, tax revenues fell as business re¬ 
covery during the fiscal year 1939 was not entirely reflected in the reve¬ 
nues for that year and receipts reflected 1938 recession levels of business. 
The total decrease amounted to $554,000,000, chiefly accounted for by a 
decline of $434,000,000 in current corporation and individual income taxes. 

A general revenue act was approved on June 29, 1939, which made a 
number of administrative changes. It eliminated completely the undis¬ 
tributed profits tax which originated in the 1936 act and was continued 
to a minor extent by the Revenue Act of 1938. Instead of the rates of the 

1938 act, which depended upon the percentage of net income distributed 
in dividends, a flat rate of 18% was substituted for corporations with net 
incomes in excess of $25,000. Banks and insurance corporations which 
had never been subject to this tax and had been taxable at flat rates, now 
became taxable under the rates applying to other corporations. Under 
the 1939 act losses on assets held more than eighteen months were 
allowed in full as deduction from other income. The act also provided for 
a two-year carry-over of business losses. 

The Public Salary Tax Act of 1939 added the salaries of previously 
exempt State and local employees to the personal income tax base for 
taxable years beginning January 1, 1939. 

(1940) Total receipts in general and special accounts amounted to 
$5,925,000,000 during the fiscal year, an increase of $257,000,000. Major 
sources of receipts showed an increase with the one exception of inconde 
tax collections which showed a decrease of $51,000,000, resulting from the 
fact that income levels in the calendar year 1939 were lower than those 
existing in the calendar year 1937 whidi were partially reflected in the 
fiscal year 1939 revenues—the calendar year 1938 being common to both* 
fiscal years. 



Continuing Criticism of Government Policies 

The Revenue Act of 1940, approved June 25, increased taxes gen¬ 
erally. The basic income tax law was changed by increasing the corpora¬ 
tion rate 1%, raising individual surtax rates on surtax net income be¬ 
tween $6,000 and $100,000, and decreasing personal exemptions 20% 

Certain temporary changes to last five years were also made, and the 
proceeds were to be used for retiring obligations of the "‘National De¬ 
fense Series’’ which were to be issued in connection with financing the 
national defense program. Income, capital stock, declared value excess- 
profits, estate, and gift tax rates were increased 10%. With the principal 
exceptions of regulatory taxes and taxes on tobacco (other than ciga¬ 
rettes) and communication facilities, increases were also made in other 
internal revenue taxes. The rate of increase, generally 10%, varied from 
8J^% in the case of the cigarette tax to 50% in the case of the gasoline 
tax. 

(The Second Revenue Act of 1940, approved October 8, increased the 
corporate normal tax rate to 24% on corporations with normal-tax net 
income in excess of $25,000, and imposed a graduated surtax on excess 
profits ranging from 25% to 50% on net income exceeding $25,000, after 
December 31, 1939.) 

Prevailing public sentiment reflected continuing criticism of 
governmental policies. Economists expressed their concern about 
annual deficits, while President Roosevelt intimated in his Budget 
Message that deficits could be regarded as the equivalent of an in¬ 
vestment of capital. Investors realized that when the gap between 
taxation and expenditures is too large, attempts to cover it by 
borrowing inevitably end in inflation. 

Policies which were making business unprofitable were not cre¬ 
ating Utopia. The Executive Council of the American Federation 
of Labor declared, "^We have learned the lesson that when oppor¬ 
tunities for profit diminish, opportunities for jobs likewise disap¬ 
pear.'" Foreign economists asserted, if tariflp barriers were removed, 
sanity in international economic life would be restored. In the 
phraseology of an experienced observer, ‘"We cannot hope to 
enjoy a golden age of economic life in a stone age of economic 
thought." 

Public opinion was that the Government's spending for recovery 
defeats itself. We have idle men and idle dollars partly because our 
economy has been planned by the Government. President Theo¬ 
dore Roosevelt's message to Congress (1909) was recalled, “Our 
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first and greatest task is to set our house in order and begin to live 
within our means.” Critics commented, 

A nation can no more spend itself rich than a man can drink himself 
sober.... There never was a more pernicious fallacy than that a national 
debt is desirable. It sometimes is Justifiable, frequently unavoidable, but 
never desirable. 

To the Temporary National Economic Committee an orthodox 
truism was addressed: “We cannot permanently keep the profit 
out of the profit system without making unemployment perma¬ 
nent, nor without bankrupting the Treasury.” 

Warfare abroad caused public acclaim for the termination of 
nonessential expenditures for social and economic reforms and a 
substitution of unlimited expenditures for national defense. To¬ 
ward the end of the fiscal year proposals for vast expenditures for 
national defense purposes were made, and Congress acted upon 
them promptly. A tremendous expansion of our defense program 
was advisable in spite of the statements of German officials who 
labeled the idea “grotesque.” Extraordinary outlays were regarded 
by the Administration and Congress as desirable. With a record 
debt and chaotic conditions the country boldly faced the emer¬ 
gency, calling for immense outlays. Expenditures for the Navy, 
Army and Air Force were voted with abandon and complete dis¬ 
regard of the financial condition of the country. On top of the 
pump-priming profligacies of the New Deal were to be added the 
enormous cost of commendable defense preparations. The interna¬ 
tional emergency increased the Government’s control over private 
affairs. The Government was loud in its warnings of danger be¬ 
yond the seas but blind to the internal perils of its own fiscal 
policies. The ability of taxpayers to meet the ever-rising costs had 
been hampered by regulations, direct Government competition in 
fields of private capital, and undiminished political antagonism 
toward business. 

At the beginning of 1940, assets of New York City banks were 
approximately 71% cash and Government securities. In June 
the assets of national banks were greater than at any time in the 
history of the national banking system. All member banks owned 
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$11,600,000,000 direct Government obligations and $3,121,000,000 
guaranteed obligations. 

With forty governmental corporations and credit agencies 
the Government had become a colossal holding-company or 
investment trust; four agencies alone had authority to issue 
about $8,450,000,000 Government-guaranteed obligations. The 
limit of Government-guaranteed debt was practically incal¬ 
culable. 

The major public debt operations for the first half of the year 
were offerings of Treasury notes in March and June for refunding. 
In June, holders of Treasury S%% bonds of 1940-43, called for 
payment, were offered in exchange 1% Treasury notes due 
September 15,1943, at 100. In July, $600,000,000 Treasury 2j^% 
bonds of 1954-56 were offered for cash at 100, and in September, 
Treasury 2% bonds of 1953-55 were offered only in exchange for 
1H% notes maturing December 15,1940. 

Up to this time the Government had been framing and making 
its loans primarily suited for bank investment. The Secretary’s 
proposed legislation for shearing tax-exemption from income re¬ 
ceived from Govenunent securities had not stimulated more pur¬ 
chases by individual investors. 

The first borrowing labeled for defense was in the form of Treas¬ 
ury bills, dated November 13. The offering of “National Defense 
Series” %% 5-year Treasury notes, on December 11, was the first 
fully taxable issue of Treasury notes. 

All Liberty Loans had been redeemed or refimded and there 
were outstanding no marketable direct bond obligations of the 
United States which had been issued prior to 1922, except the 
Panama 3s and the Conversion 3s. At the year-end the national 
debt stood at an all-time high of $45,024,631,488, and the average 
yield of long-term,Government securities was at an all-time low 
level. 

The gold stock of .the United States on December 6, 1940, ex¬ 
ceeded $21,831,000,000, or- 70% of the world’s monetary gold 
stock. The national wealth was estimated at $309,430,000,000, and 
national income at $71,700,000,000. 
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World War II —December 7, IdJfl-August 19Ji>5 

1941 During the year, activities of the Federal Reserve System 
were increasingly geared to facilitating the transition of the nation’s 
economy to a war basis. The Board was also mindful of its respon¬ 
sibility to participate in the Government’s program for combating 
the inflationary forces generated by the country’s war effort. 

Early in the year it became apparent that increased war produc¬ 
tion and employment would greatly expand civilian purchasing 
power without resulting in a corresponding growth in the supply of 
goods available for civilian purchase. This upward pressure on 
prices became stronger during the year, and it became clear that 
concerted action by the many agencies of Government concerned 
would be necessary to offset the inflationary effects. . 

Increased requirements of business and Government for funds 
to finance the defense program led to a more rapid growth of bank 
credit in 1941 than in any previous year. As a result of this expan¬ 
sion and of some further growth in the monetary gold stock, bank 
deposits and currency reached record levels. 

When the United States' entered the war in December, the 
Federal Reserve Board issued the following statement: 

The financial and banking mechanism of the country is today in a 
stronger position to meet any emergency than ever before. 

The existing supply of funds and of bank reserves is fully adequate to 
meet all present and prospective needs of the Government and of private 
activity. ... 

The System is prepared to use its powers to assure that an ample sup¬ 
ply of funds is available at all times for financing the war effort and to 
exert its influence toward maintaining conditions in the United States 
Government security market that are satisfactory from the standpoint 
of the Government’s requirements. 

Continuing the policy which was announced following the outbreak of 
war in Europe, Federal Reserve Banks stand ready to advance funds on 
United States Government securities at par to all banks. 

Commercial bank holdings of United States Government direct 
and guaranteed obligations, which had risen by $1,500,000,000 in 
1940, increased by $4,000,000,000 in 1941. About half this increase 
occurred at banks in leading cities during the first six months. 
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Bank deposits and currency in tke hands of the public increased 
by over $7,000,000,000, reaching a record high close to 
$78,000,000,000. 

Defense and war developments dominated the business situa¬ 
tion. Early in the year the domestic defense program provided for 
expenditures of about $20,000,000,000 over a period of several 
years. Passage of the Lend-Lease Act in March, however, and 
subsequent additions brought the combined defense program to 
$60,000,000,000 late in August. 

As conditions demanded, steps were taken to stabilize the Gov¬ 
ernment security market by open market purchases, to reduce the 
potential expansion of bank credit by increasing reserve require¬ 
ments, and to curtail consumer demand through the regulation of 
credit for installment purchases. On September 23, the Board in¬ 
creased reserve requirements of member banks to the limit of its 
statutory power, effective November 1. 

The defense and war program necessitated a large increase in 
Government borrowing. The interest-bearing direct and guaran¬ 
teed debt of the Government increased by $13,400,000,000 in 
1941. Less than half of this amount was in marketable issues, how¬ 
ever, $1,600,000,000 of the total having been in special' issues to 
Government agencies and trust funds and $5,500,000,000 in non- 
marketable public issues such as savings bonds and tax notes. 

The market for Government securities was relatively steady 
and there was no occasion until December for open market oper¬ 
ations by the Reserve System. On December 8, the day following 
the attack by Japan, the members of the Federal Open Market 
Committee approved an increase from $200,000,000 to $400,000,- 
000 in the limit of the authority of the executive committee to in¬ 
crease or decrease the total amount of securities held in the Sys¬ 
tem account (this limit was increased to $500,000,000 at a meeting 
held on December 12). 

The securities' purchased for the System account during the 
week following the outbreak of war included $45,270,000 of the 
new 1951-55 and. 1967-72 bonds, and $12,370,000 of Treasury 
bills, $2,000,000 of which were resold during the week. Purchases 
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of $13,700,000 of various issues of bonds that were in supply in the 
market were also made against the sale of a like amount of bonds 
that were in demand. 

From the time the United States entered the war until shortly 
before the end of the year, quotations on long-term bonds de¬ 
clined by about points and shorter-term securities declined 
moderately. In addition to the purchases by the Reserve System, 
the Treasury also supported the market by investing some of its 
trust funds. In a relatively short time the market for Government 
bonds became steady on the basis of yields slightly above the low 
points reached in November. 

The fiscal year 1941 was the first year since 1918 to be domi¬ 
nated by problems of national defense during its entire length. 
The Secretary of the Treasury reported that far-reaching fiscal 
legislation, designed to increase Federal revenues, was enacted 
during 1941 as a consequence of increased governmental expendi¬ 
tures necessitated by defense activities. 

The Public Debt Act of 1941, approved February 19, made 
interest on future issues of securities of the Federal Government 
subject to all Federal income taxes. The Excess Profits Tax 
Amendments of 1941, approved March 7, decreased potential 
revenues, principally by allowing a two-year carry-over of unused 
excess profits credit. 

The effect of the above legislation, together with the two Reve¬ 
nue Acts of 1940, was only partially reflected in the 1941 receipts. 
Even this partial effect, combined with high income levels, re¬ 
sulted in unprecedented Federal revenues. Total receipts in gen¬ 
eral and special accounts aggrega,ted $8,268,500,000, an increase 
of $2,343,700,000 as compared with 1940.^Every important source 
of revenue contributed to this increase. The proportion of income 
taxes to total receipts from general and special accounts rose 
sharply from 35.9% to 42% from 1940 to 1941.- 

Total expenditures of the Government from general and special 
accounts amounted to $12,775,000,000, which represented an in¬ 
crease of $3,648,000,000 over expenditures during the preceding 
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fiscal year. This increase was more than accounted for by the 
requirements of the accelerated national defense program, ex¬ 
penditures for which were just beginning to get under way during 
the fiscal year 1940. In June 1941, the last month of the fiscal 
year, the rate of expenditure for national defense was in excess of 
$800,000,000 a month. The net deficit amounted to $5,103,000,000. 

The gross public debt outstanding on June 30, 1941, amounted 
to $48,961,000,000. The computed average rate of interest on the 
interest-bearing debt decreased from 2.583% to 2.518%. The an¬ 
nual interest charge on the debt increased from $1,095,000,000 at 
the beginning of the year to $1,218,000,000 at the end of the year. 

The major public debt operations for the fiscal year involving 
Treasury bonds and Treasury notes were carried out on various 
dates from July 22,1940, to June 2,1941. The issues of bonds and 
notes aggregated $6,225,000,000, about half being issued for cash, 
and half' for refunding three series of maturing Treasury notes, 
3f^% Treasury bonds of 1941-43, called for redemption on March 
15, and 334% Treasury bonds, which matured August 1,1941. 

For certain governmental corporations and agencies issuing 
securities guaranteed by the United States, the facilities of the 
Treasury Department were utilized during the year (August 1, 
1940 to May 15,1941) to handle the issuance to the public of obli¬ 
gations of the Commodity Credit Corporation, the United States 
Housing Authority, and the Reconstruction Finance Corporation, 
and the redemption of obligations of the Home Owners’ Loan 
Corporation. The new- offerings aggregated $1,045,849,000 and 
the redemption totaled $190,837,900. 

On May 1, 1941, three new issues of savings bonds, designated 
“Defense savings bonds,” of series E, F and G, were placed on sale. 
Series E bonds were intended primarily to provide for the invest¬ 
ment of small or moderate amounts saved from current income, 
and their issue was restricted to individuals. They are sold on a dis¬ 
count basis, the issue price being 75% of their maturity value. If 
held to matmity (10 years) the investment yield approximates 
2.90% per annum, compounded semiannually. (The Secretary 
stated he wanted to give everyone “a chance to have a financial 
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stake in Anaerican democracy ... a sense of taking a direct part 
in the defense of the country.”) 

tinder date of May 23, 1941, the Secretary gave notice of a 
special issue of bonds of the United States, designated as 2% 
Depositary bonds, which were offered for subscription, at par, by 
depositaries and financial agents, in an amount not exceeding in 
any case the amount for which the depositary and financial agent 
had qualified. The purpose was to establish a uniform basis for 
offsetting expenses incurred by depositaries in handling the 
Government’s business, and enabled the Treasury to provide de¬ 
positary facilities at many points where they were urgently needed 
for essential Government business, such as Treasury pay rolls, 
etc., in sections where defense activities centered. 

Because of the greatly increased Federal taxes occasioned by the 
European war, the Treasiuy announced on July S, 1941, a plan 
by which taxpayers could set aside regularly the funds which 
would be necessary to pay their taxes due the following year. 
Beginning on August 1, two series of 2-year nontransferable 
Treasury notes, designated Tax Series A-1948 and Yax Series B- 
1943, were offered for sale through the Federal Reserve Banks. 
These notes were acceptable at par and accrued interest in pay¬ 
ment of Federal income taxes. The notes of Series A were designed 
to be attractive to the small and moderate taxpayers, while the 
notes of Series B were intended for the larger taxpayers. Interest 
on the Series A notes accrued at the rate of sixteen cents per 
month per $100, Or at an annual rate of 1.92%, and interest on 
the Series B notes accrued at the rate of four cents per month 
per $100, or at an annual rate of .48%. The acceptability of 
Series A notes was limited to $1,200 principal amount and the 
accrued interest thereon on account of a ta^ayer’s liability for 
the taxable period. ' 

The sale of these series terminated on December 31. An an¬ 
nouncement was made that two new series, designated A-1944 
and B-1944, would be offered in continuation of the tax savings 
plan, beginning January 1,1942. In general, their terms were iden¬ 
tical in all respects with the precedmg issues, except their accepta- 
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bility in payment of Federal taxes was broadened to include estate 
and gift as well as income taxes. The prior notes were also made 
acceptable in payment of estate and gift taxes. 

On June SO, 1941, the total volume of direct interest-bearing 
public debt securities outstanding amounted to $48,400,000,000, 
an increase of $6,000,000,000; the total volume of securities 
•guaranteed by the United States outstanding was $6,400,000,000, 
an increase of $900,000,000. Of the aggregate increase in securities 
issued or guaranteed by the United States, approximately 52% 
was absorbed by commercial banks, 5% by mutual savings banks, 
5% by insurance companies, and 20% by the United States 
Government agencies and trust funds; the balance was absorbed 
by individuals and corporations other than banks and insurance 
companies. The Federal Reserve Banks decreased their holdings. 

During the fiscal year, yields of Treasury securities decreased, 
continuing the decline recorded during the previous eight and one- 
half years. The yields of high grade corporate bonds did not decline 
as much as the yields of Treasury bonds, but the yields of munici¬ 
pal bonds declined more. 

The cessation during the fiscal year of the issuance by the Fed¬ 
eral Government of securities on which the interest was exempt 
from Federal income taxation resulted in a present and prospective 
scarcity of such securities and caused their yields to fall relative to 
yields of securities on which the interest is subject to Federal in¬ 
come taxation, i.e., corporation bonds and the new taxable Gov¬ 
ernment securities. (The interest on all securities of the United 
States and its agencies issued subsequent to February 28, 1941, 
was made completely subject to all Federal income taxation by the 
Public Debt Act of 1941. Prior to the effective date of this act the 
interest on two new notes had also been made fully taxable in 
accordance with discretion vested in the Secretary of the Treasury.) 

After the enactment of the Lend-Lease Act on March 11,1941, 
the Procurement Division was designated to purchase agricul¬ 
tural, industrial and other commodities, automotive equipment 
and miscellaneous items. Secretary Morgenthau subsequently 
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stated, “This is its most important task in the present war effort, 
and is by far its largest activity at the present time.” 

Public commentary was that the purpose of lend-lease opera¬ 
tions was a war measure, designed as a sensible substitute for the 
uncollectible international debts of World War I, which hobbled 
postwar trade. The introduction of lend-lease operations opened a 
new phase of international bookkeeping finance, although it 
dislocated the economy of all nations. 

New Deal philosophy practiced from 1932 until the beginning of 
lend-lease activities curtailed farm production, and the economy 
of scarcity caused farmers to rely on Government subsidies as 
wards of the Government. For nine years the Administration had 
fumbled for a solution of economic problems and uncertainties 
until war provided the escape. The consequences of experiments in 
uneconomic doctrines were supplanted and smothered by neces¬ 
sitous expenditures for war. 

Since the beginning of the European war, the prevailing cheap 
money policy was bolstered by growing deposits, excess reserves 
and declining interest rates. The increase in money supplies, as the 
Treasury borrowed from the banks for armament expenditures, 
automatically created investable funds which caused a declining 
tr^d in interest rates. 

Expenditures for defense, and capital mobilized by regulations 
under the Secretary of the Treasury, were universally commended. 
Such expenditures were raising wages and prices, signifying in¬ 
flation and causing public concern lest the national debt become 
$ 100 , 000 , 000 , 000 . 

Under the 1941 Revenue Act, effective for the calendar year 
1941, the normal tax was 24% on incomes exceeding $25,000. For 
the first time the act imposed a surtax of 6% on the first $25,000 
of corporation net income plus 7% on net income in excess of 
$25,000. 

The specter of inflation prompted Mr. E. A. Goldenweiser, a 
Director of the Federal Reserve System, to comment. 

Fears of inflation have not been justified by the rapid growth of 
bank reserves, bank deposits, and the volume of money. Two t3q)es of 
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iniBation are, *‘fiat money inflation and credit inflation”. . . The means 
of preventing inflation include a fiscal policy which depends increasing¬ 
ly on taxation as the national income advances. 

Secretary Morgenthau stated in October 1941,. 

The borrowing program to finance the defense program is so immense 
that the decks must be cleared for United States Treasury securities.... 
One indispensable method of paying for defense without inflation is “all- 
out” taxation. A genuine levy upon all in accordance with their ability to 
pay, borrowing as much as possible from the genuine savings of individ¬ 
uals, and an immediate reduction by the Government of nondefense ex¬ 
penditures would all be sound anti-inflationary practice. 

He recommended that all corporation profits over 6% on in¬ 
vested capital be taxed away by the Government for the period of 
the emergency. 

Taxation was defined as 'The art of so picking the goose as to 
secure the greatest amount of feathers with the least amount of 
squawking.” Critics complained that the tax would be confis¬ 
cation, and the Secretary was reminded that "even bees pollinate 
the flowers they rob.” 

Irving Fisher, Professor Emeritus Yale University, presented an 
example, assuming that a 100% tax (on accumulated savings) 
would stop all savings and thereafter yield no revenue at all: 

Let us suppose that a man’s net worth increases at the rate of 40% per 
year for forty years; that Henry Ford became a billionaire in forty years, 
between 1900 and 1940. If so, his annual rate of growth must have been 
more than 40%. If there were no tax on capital-increase, that full 40% 
could be compounded for forty years. A little blacksmith shop in 1900 
.worth $1,000 could, through that 40%, become a River Rouge plant in 
1940 worth $700,500,000. At the end of the first year, 1901, the capital- 
increase would be from $1,000 to $1,400, or $400. By 19£1, the increase 
would be from approximately $1,000,000 to $1,400,000 or $400,000. This 
looks as if there would be $400,000 which could be taxed in 1921. But any 
tax on capital-increase woidd prevent that $400,000 from coming into 
existence. 

Suppose he was fool enough (or saint enough)^ to keep on each year add¬ 
ing 40% to his net worth despite the fact that the Government takes it 
all away from him forthwith. In the first year he would increase his initial 
$1,000 to $1,400 and, under a 100% tax, pay over to the government the 
entire $400 capital-increase. He would then have left $1,000, exactly 
what he started with. Next year the same thing would happen. He would 
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still have only $1,000 left at the end of that year, and of every succeeding 
year. In the twenty-first year his capital-increase instead of being 
$400,000 would be just the usual $400, and after the forty years were up 
he would have the same $1,000, instead of the $700,500,000 which he 
would have had w’ere there no taxes. 

We see that the $700,500,000 fortune which would have come into 
existence were there no tax on savings has died a-borning—died, in fact, 
forty times in succession. Every time it started, the tax destroyed it all. 
But you ask, didn^t the Government gain what the taxpayer lost? No, 
the taxpayer lost $700,499,000 and the Government gained $400 a year 
for forty years, or only $16,000 in all. The Government has really lost an 
opportunity to tax an estate of $700,500,000. After its destructive taxes 
in life, it had only $1,000 left to tax at death. For the sake of that paltry 
$16,000, the Government deprived itself of millions. 

Worst of all, the public would be deprived of the indirect benefits of 
that capital. It w’ould be as if the Ford and all other automobile plants 
had been prevented by the Government from ever coming into exist¬ 
ence, all for the sake of collecting a total of $16,000 in taxes. Our country 
would have practically no automobiles. 

Many notable events in 1941 impinged on the market for 
Government obligations: 

On January 1 the banks learned that legislation had been recommended 
to raise legal reserve requirements; the developing effect of Federal taxa¬ 
tion on all future issues of Government obligations and instrumentali¬ 
ties was a matter of concern to all investors. 

On May 27 President Roosevelt proclaimed “An Unlimited National 
Emergency,” which required that the military, naval, air and civilian 
defenses of the coxmtry be put “on the basis of readiness to repel any and 
all acts or threats of aggression directed toward any part of the Western 
Hemisphere.” He also advocated removal of the debt limit which Con¬ 
gress had raised to $65,000,000,000. 

The Revenue Act'of 1941, approved on September 20, imposed the 
largest tax burden in the history of the United States. 

Effective on November 1 reserve requirements were increased to the 
limit permitted by law. 

On December 7 Japan attacked the Territory of the United States at 
“Pearl Harbor.” On December 8 the United States formally declared 
war, and on December 11 Germany and Italy declared war on the 
United States. 

In January 1941 the market for the longest term bonds receded 
over two points from the record high price levels of December 
1940. With an absence of buyers, a few sellers and speculative 
short sales by professional operators aggravated the decline. The 
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low rate of an oflfering of taxable Treasury notes was consid¬ 
ered as constituting financing too-close-to-the-bone. During a 
thirty-day decline in market prices, no single influence, but a 
combination of many, reflected the investors’ lack of confidence in 
high price levels. 

Small investors, in general, had been mostly price-minded, 
instead of yield-minded. After higher taxes on income were 
imposed by successive taxation laws beginning in 1932, yields 
after , taxes gradually became the major investment considera¬ 
tion for larger investors. Since tax-exemption had been sheared 
from Defense bonds and other new Government issues, it was 
manifest there would be less yield from loans issued to finance 
a war. 

The first issue oi fully taxable bonds was the offering in February 
of Treasury 2s of 1948-50, for refunding purposes. Additional bond 
offerings during the year, for cash and refunding, included (March) 
Treasury 23^s of 1952-54; (May) Treasury 2^s of 1956-58; and 
(October) Treasury 2)^s of 1967-72 (first issue). Partly through 
these operations and by the issuance of Treasury notes, the re¬ 
demption of the Treasury 3^s of 1941-43, and Treasury 3J4s of 
1941, was accomplished. The all-time low yield for the longest 
term, partially tax-exempt outstanding Treasury bonds was 
recorded in July at 2.01%. 

The Treasury proceeded in October with its previously an¬ 
nounced policy of financing Government corporations from the 
issuance of public debt obligations—the Treasury itself holding 
the obligations of the corporations. 

In November the weekly offerings of Treasury bills were in¬ 
creased from $150,000,000 to $200,000,000. 

The last financing before the United States entered the war was 
the offering on December 4, for cash only, of $500,000,000 Treas¬ 
ury 2s of 1951-55, and $1,000,000,000 (additional amount) of 
Treasury 2)^8 of 1967-72. This was the first time that the 
Treasury announced a definite basis for subscriptions from all 
classes of subscribers.* 


*See Page 391, Section IIL 
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During the three weeks following our declaration of war, the 
long-term Treasury bonds declined an average of about 23^ points. 
The Federal Open Market Committee promptly collaborated by 
relieving some dealers of a part of their large holdings in order to 
remove an undigested supply from overhanging the market. The 
prevailing confidence or understanding of institutional owners of 
Government bonds that the Treasury would prevent, by open 
market support, the and 2% bonds from declining below 

par, stopped emotional selling. Only small scattered holdings were 
liquidated, and the lowered quotations were mostly due to an 
absence of buyers. The holders of large amounts were not sellers. 
In general, the Government bond market exhibited an absence of 
hysteria. The war crisis produced no lack of public confidence in 
the market for national credit. 

During the same period, Hawaiian bonds declined 93^ points 
and Philippine bonds about 19 points. Prices of the highest grade 
municipal bonds declined, increasing the yield about .31%. 

Up to the time we entered the war, the gold stock of the United 
States had progressively risen to $22,784,000,000. 

On December 31, 1941, the interest-bearing debt was $57,532,- 
643,085, and unmatured guaranteed obligations (not included in 
the public debt) totaled $6,319,362,686. On September 2, 1939 
(when the European war began), the United States debt totaled 
$46,413,000,000. 

For the calendar year 1941 the national income was estimated 
to be $94,500,000. 

1942 The report of the Board of Governors of the Federal Re¬ 
serve System covered the year which began immediately after the 
attack on Pearl Harbor. The United States, with_a fiscal and eco¬ 
nomic system geared to the defense effort of a country at peace, 
was abruptly confronted by unprecedented expenditures for total 
war. Taxation and measures for diverting the people’s savings into 
the war effort were wholly inadequate for a war economy. Under 
these circumstances the Federal Reserve authorities were faced 
with the problem of making available to the banks of the country 
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sufficient reserves to enable them at all times to meet such de- 
mands as might be made by the Treasury. 

The rapid growth of income in the hands of civilians and the 
accompanying decline in the volume of goods produced for civilian 
consumption resulted in constant upward pressure on prices. 

For developing and putting into effect credit policies that would 
be in harmony with the nation’s war requirements, the Federal 
Reserve and Treasury authorities were in agreement that it was 
essential to raise as much of the funds as possible from current 
income and to hold to a minimum the creation of new money by 
borrowing from banks. Every effort was made to offer securities 
that would fit the needs of all classes of investors, from small 
savers to large corporations with temporarily idle funds. 

At the beginning of 1942 the banking system had ample reserves 
for meeting all immediate demands upon it, notwithstanding the 
fact that during the preceding autumn the Board, for the purpose 
of discouraging expansion of bank credit for nonessential purposes, 
had raised reserve requirements by about one-seventh to the maxi¬ 
mum authorized by law. During 1942, however, excess reserves 
were subjected to a severe drain as the result of the rising volume 
of deposits and the constant growth in the demand for currency. 
The growth in deposits reflected purchases of United States Gov¬ 
ernment obligations by the banks; and the increase in money in 
circulation (which banks had to provide by drawing upon their re¬ 
serve balances and which amounted to more than $4,000,000,000 
in 1942) was due principally to the enlarged dollar volume of pay 
rolls and retail trade. In view of the consequent absorption of ex¬ 
cess reserves and the greatly increased Treasury requirements 
necessitated by war. Federal Reserve authorities found it neces¬ 
sary, in the course of the year, to assure the banks adequate re¬ 
serves as a basis for the purchase of such Government securities as 
it was necessary for them to buy. The Federal Reserve Banks in¬ 
creased their holdings of Government securities by $3,900,000,000; 
theBoard reduced reserve requirements by $1,200,000,000, and there 
were minor additions to bank reserves from other sources. Never¬ 
theless, excess reserves declined by $1,000,000,000 during the year. 
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Federal Reserve purchases during the year included United 
States Government obligations of a wide range of maturities, in¬ 
cluding Treasury bills acquired under an arrangement by which 
the Reserve Banks stood ready to buy all bills offered by the mar¬ 
ket at a rate of per annum. A further arrangement was made 
later in the year by which the Reserve Banks, when desired by the 
seller, w^ould give an option to repurchase the bills at the same 
rate. The general discount rate at all of the Federal Reserve Banks 
was reduced to 1% and a preferential rate of 34% established 
on advances to member banks secured by short-term Government 
securities. 

In the second half of the year, the Board of Governors in three 
steps reduced from 26% to 20% the reserve requirements on de¬ 
mand deposits for central reserve city banks, which were subject 
throughout the year to a heavy drain of reserves. (The Act of Con¬ 
gress, approved July 7,1942, which amended the Federal Reserve 
Act, authorized the Board of Governors to change the reserve re¬ 
quirements of member banks in central reserve cities, within the 
limitations of the present law, without necessarily making a 
change in reserve requirements of member banks in reserve cities.) 

For the purpose of being able to meet any development that 
might arise in connection with Treasury financing, the Federal 
Reserve authorities obtained from Congress restoration of the 
power to purchase Government securities directly from the 
Treasury. (The Second War Powers Act, 1942, approved March 
27, authorized the Federal Reserve Banks to purchase Govern¬ 
ment securities directly from the Treasury, provided that the 
aggregate amount of securities so purchased and held at any one 
time shall not exceed $5,000,000,000.) On several occasions during 
the year this power was used to purchase one-day certificates 
pending Treasury receipts from taxes or the sale of new issues. 
These purchases helped to maintain stability in the money market. 

Another important field of Federal Reserve action in support of 
the war effort was initiated under a Presidential order calling for 
the development within the Federal Reserve Banks of regional 
machinery for channeling bank credit directly into war produc- 
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tion. This was accomplished through a working arrangement with 
the War and Navy Departments and the Maritime Commission, 
which guaranteed credit extended by financing institutions to po¬ 
tential producers of war supplies who were unable to obtain the 
necessary financing without such guarantees. 

While supporting, by all means at their disposal the Govern¬ 
ment’s program for financing the war, the Federal Reserve author¬ 
ities throughout the year attempted as far as possible to coimter- 
act the inflationary effects of military expenditures by exercising 
vigorous restraint in the use of credit for purposes not connected 
with the war, and it discouraged the use of credit for nonessential 
purposes by statements sent to banks and by instructions to 
examiners to caution the banks against such loans. 

At the end of 1942, 60% of the output at factories and mines 
was being used for war purposes, including exports for aid to our 
Allies. Agricultural production throughout the year was 12% 
larger than in 1941, with military and lend-lease requirements 
taking about all of the increase. 

During 1942 the armed forces were built up from about 2,000,- 
000 men to a total of about 7,000,000, and millions of additional 
workers, were drawn into the production of war goods. 

Effective in May, under authority of the Emergency Price Con¬ 
trol Act passed at the end of January, wholesale and retail pric.es 
of most goods were restricted to the highest levels reached in 
March. As part of the effort to stabilize the cost of living, maxi¬ 
mum rent ceilings were also set up for an increased number of 
localities. Early in October legislation was enacted providing for 
the stabilization of the cost of living, wage rates, salary levels, and 
profits, under a Director of Economic Stabilization. 

In July the War Labor Board adopted the ‘Xittle Steel 
formula” as a means of bringing to a halt the race which had 
developed between wages and prices. Under this formula, only 
workers whose rates had risen less than the 15% advance in living 
costs between January 1941 and May 1942 were entitled to fur¬ 
ther mcreases unless inequalities* or substandard conditions justi¬ 
fied special consideration. After early October, general wage-rate 
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increases above the 15% allowed by the “Little Steel formula” 
were prohibited except where special circumstances were involved. 
Individual rate increases for merit, length of service, etc., were 
still permitted under specified conditions. 

The general level of corporate profits after taxes was about the 
same in 1942 as in 1941. Dividend payments to individuals de¬ 
clined about 10%. Investor receipts in the form of interest in¬ 
creased, however, reflecting the expansion of outstanding public 
debt. Total income payments expanded 25% during the year and 
in December were at an annual rate of $125,000,000,000. 

Monthly war expenditures rose from $2,000,000,000 at the 
beginning of the year to $6,000,000,000 at the end. 

The Federal Reserve authorities endeavored to induce banks to 
make more complete use of their existing reserves and also sup¬ 
plied them with such reserve funds as they needed from time-to 
time to purchase the Government securities offered to them. In 
addition, the Treasury made new issues with long maturities in¬ 
eligible for purchase by. banks. Another joint aim of the Treasury 
and the Federal Reserve was to maintain prices and yields on 
Government securities close to existing levels for the duration of 
the war. This assured the Treasury of a market for its securities at 
rates of interest known in advance and removed the incentive for 
investors to defer purchases of Government securities. 

For the war financing program, about $15,000,000,000 of new 
money was obtained through the sale of various issues of medium 
or short-term bonds and of Treasury notes in excess of maturities. 
A large proportion of such issues was purchased by commercial 
banks. With the exception of a 234% 10-13 year bond offered in 
February, all of these issues bore coupon rates of 2% or less and 
were dated- to mature in less than ten years. In the latter part of 
the year it was indicated by the Treasury that all new issues 
available for purchase by commercial banks would come within 
this maturity limit. 

In order to provide banks and other investors with a medium for 
liquid investment, the Treasury offered a number of issues of 
certificates of indebtedness maturing within a year. Weekly offer- 
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ings of three-month Treasury bills were increased during the year 
to $600,000,000 a week. 

To raise funds from nonbanking investors, the War .Savings 
Staff, established by the Treasury’ prior to 1942 to sell Savings 
bonds, expanded its activities. At the end of the year sales of the 
popular War Savings bonds (Series E) amounted to about 
$700,000,000 a month compared with about $100,000,000 prior to 
our entry into the war. 

In May, August, and December the Treasury offered 2}/^% long¬ 
term bonds to nonbanking investors without limiting the issue to 
a stated amount. These bonds could not be purchased or held by 
commercial banks for their own account for a period of ten years 
after the date of issue. Sales of these bonds totaled $5,000,000,000. 

The Victory Fund Drive (First War Loan) during December 
was aimed to raise at least $9,000,000,000 from the sale of a variety 
of issues, including new issues of bonds, certificates of indebted¬ 
ness, Savings bonds, tax notes and an increase in regular weekly 
bill offerings. Subscriptions by commercial banks to the new issues 
were limited in amount to a total, including Treasury bills, aggre¬ 
gating about $5,000,000,000. For nonbanking investors all sub¬ 
scriptions were allotted in full. Total sales of all types of securities 
during the month amounted to nearly $13,000,000,000. 

, Commercial banks and the Federal Reserve Banks together 
absorbed slightly less than one-half of the $48,000,000,000 increase 
during 1942 in the interest-bearing direct and guaranteed debt. 
Commercial bank holdings of Government securities were esti¬ 
mated tq have increased by more than $19,000,000,000, and the 
portfolio of the Federal Reserve Banks increased by $4,000,000,- 
000, Practically all of the increase in commercial bank holdings in 
1942 was in securities maturing in ten years or less. 

During the year individuals, private trust funds, and corpora¬ 
tions as a group increased their holdings of Savings bonds and tax 
savings notes by nearly $13,000,000,000 and purchased $5,000,- 
000,000 of-marketable issues. Insurance companies added $3,000,- 
000,000 to their portfolios, mutual savings banks $1,000,000,000, 
'and Government agencies and trust funds $3,000,000,000. 
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Most of the increase in the Federal Reserve portfolio of Govern¬ 
ment securities was in short-term obligations. At the end of the 
year holdings totaled $6,200,000,000, of which about a third ma¬ 
tured within a year and nearly two-thirds within five years. 

During October, November and December (notably prior to 
and during the Victory Fund Drive) the System purchased large 
amounts of notes and bonds, for the double purpose of supporting 
the market and of supplying banks with additional reserves. From 
November 18 to December 9, total holdings of Government se¬ 
curities by the Reserve Banks Increased by $850,000,000. 

Largely as a result of the influence of Federal Reserve open 
market operations, and notwithstanding exceptional demands 
placed on the market, yields on Government securities showed 
little change in 1942. 

The System also followed the practice of purchasing promptly 
securities offered for the purpose of obtaining reserve funds, as 
well as of buying freely for the purpose of maintaining stability in 
the Government security market. When offerings appeared to be 
for the purpose of taking profits or of speculating in the market, 
however, the Reserve authorities avoided purchasing the securities 
if possible. In pursuing these objectives the Federal Reserve au¬ 
thorities received a large measure of cooperation from banks and 
other holders of securities and from dealers. 

As fiscal agents of the United States under the war program, the 
Federal Reserve Banks handled all Treasury operations outside of 
Washington incident to the issue, redemption and exchange of 
public debt obligations, including the qualification of all issuing 
agents for the sale of War Savings bonds except the Postal 
Service. 

According to the Report of the Secretary of the Treasury, the 
change from a national defense to a war basis in the rniddle of the 
fiscal year 1942 was reflected in every aspect of the fiscal and other 
operations for which the Treasury Department is responsible. 

Federal revenues totaled $13,668,000,000, an unprecedented 
level. All forms and rates of taxation had been increased. 
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No Criticism by Bank Examiners 

Total expenditures amounted to $32,491,000,000 (including 
debt retirements). Expenditures for work relief and direct relief 
and nondefense public works continued to decline as the war 
effort increased and unemployment declined. The rate of ex¬ 
penditure for war activities was accelerated. In June, tbe last 
month of the fiscal year, the rate was in excess of $3,800,000,000, 
which was about four times the expenditure that had occurred in 
July 1941, the first month of the fiscal year. The net deficit was 
$19,598,000,000. 

The gross public debt on June 30, 1942, amoimted to $72,422,- 
000,000, an increase of $23,461,000,000. For the first six months 
of war financing (January 1 to June 30, 1942) the net increase 
amounted to $14,484,000,000, of which $13,581,000,000represented 
public issues, and $903,000,000 represented special issues. The 
computed average rate of interest on the interest-bearing debt 
outstanding decreased from 2.518% to 2.285%. The annual 
interest charge amounted to $1,645,975,092. 

The major public debt operations (October 20,1941 to June 25, 
1942) aggregated $12,665,000,000, involving bonds, notes, and 
certificates of indebtedness. The interest rates on the bonds were 
2J^%> 2)4%. and 2%; on notes 1% and 1H%» and on certifi¬ 
cates of indebtedness 14,% and ^%. Certificates of indebtedness, 
limited by law to a maturity of one year, were used by the 
Treasury for the first time since 1934. 

The Comptroller of the Currency, the Federal Deposit Insurance 
Corporation, the Board of Governors of the Federal Reserve Sys¬ 
tem, and the executive committee of the National Association of 
Supervisors' of State banks issued on November 23, 1942, a joint 
statement of policy. It was announced that banks would not be 
subject to criticism by examiners on account of investments in 
Government securities of any type except those made specifically 
ineligible for bank investment, and that no deterrents would be 
placed in the way of such investments. It was also stated that 
banks would not be subject to criticism for availing thenoselves of 
the facilities of the Federal Reserve Banks to borrow or to seU 
Treasury bills for the purpose of restoring their reserve positions. 
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The statement, moreover, declared that examining authorities 
would have no objection to loans by banks to investors to enable 
the borrowers to purchase Government securities in anticipation 
of income, provided such loans were on a short-term or amortized 
basis and were fully repaid within six months. 

By the Public Debt Act of 1942, approved March 28, Congress 
raised the debt limit to an amount not to exceed $125,000,000,000 
outstanding at any one time, broadened the authority of the 
Secretary of the Treasury in fixing the terms and characteristics of 
the obligations to be issued and provided greater flexibility in the 
management of the debt. 

As a result of the adoption of the policy of financing Govern¬ 
ment corporations and credit agencies through the Treasury, the 
contingent liabilities of the Government on account of outstand¬ 
ing unmatured market issues decreased from $6,360,000,000 to 
$4,548,000,000 during the fiscal year, and in the same period the 
Treasury increased its holdings of such securities from $302,000,000 
to $4,079,000,000. 

Effective September 14, 1942, changes were made in the terms 
of Treasury notes, tax series and savings series. The increase in in¬ 
dividual income tax rates which had already occurred and the fur¬ 
ther increases which were in prospect as a result of the demands of 
war finance made it expedient to raise the limit on the amount of 
Series A notes which could be used annually in payment of taxes, 
from $1,200 to $5,000. At the same time, in order to allow pur¬ 
chasers a longer time to correct over-estimates of their tax liabili¬ 
ties, and thus encourage them to purchase a larger volume of notes, 
the maturity of these notes was extended to three years. 

Also, a new series of notes for larger corporations was introduced 
in substitution for Series B tax savings notes. The new notes, des¬ 
ignated Series C, differed from the previous issue of Series B notes 
in that Series C notes would be redeemed with accrued interest 
either in payment of taxes or for cash. They thus served the double 
purpose of providing for the accumulation of savings for the pay¬ 
ment of taxes and for the temporary or short-term investment of 
idle liquid balances. They were redeemable in payment of taxes 
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two months after issue date, and for cash six months after issue 
date on thirty days’ notice. The interest yield of the notes was 
based on a sliding scale, and if held to maturity would yield ap¬ 
proximately 1.07%. 

At the end of the fiscal year the United States owned securities 
consisting of capital stock, bonds, etc., of Goveriunent corpora¬ 
tions and agencies, and indebtedness to the Government by 
railroads, farmers, shipowners, and others, in the face amount of 
$6,468,000,000, and obligations of foreign governments in the 
principal amount of $12,661,000,000. 

The war brought a truce in the conflict of political opinions 
about social reformations. Capital and patriotism united in sup¬ 
port of war needs, and investing institutions only criticized the 
handicaps to their ability to contribute unlimited subscriptions 
for new offerings. 

The Second War Powers Act, 1942, broadened the President’s 
power over priorities and war materials. In April he recom¬ 
mended Government control of the nation’s economy, specifying 
a $25,000 ceiling on all individual income after paying taxes; a 
reasonably low corporation profit, but take all excess by taxation; 
ceilings on prices paid by consumers; and, to retard excessive 
buying, discourage credit buying and encourage the payment 
of debts. 

Current opinion was that the recommendations for revising the 
tax laws would tend to effect a drastic socialization of American 
economy. As leader of the British Socialist Party, Mr. Bevin 
stated: “At the end of the war, people living on interest (those 
who neither toil nor spin) will be entirely gone,” meaning, their 
investments will have vanished. Lack of political courage to check 
wage increases, which promote inflation, would condemn people 
now favored to be the biggest sufferers later. About three-quarters 
of the people enjoying expanding incomes were virtually exempt 
from taxation. Thus far, the Government had failed to mop up 
the increased purchasi n g power in the lower income brackets not 
used to purchase War Savings bonds. Unless the objective is delib- 
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erate, discriminating taxation to penalize and extinguish, capital 
savings, which constitute the reserves of individuals and corpora¬ 
tions, war taxes should be spread to include all of the unusual prof¬ 
its and increased wages arising from war expenditures. A suggested 
sales tax, estimated to produce $4,500,000,000, at a 10% rate, was 
not popular as a curb on inflationary spending. 

The President of the Bank for International Settlements at 
Basle, Switzerland, commented: 

A further year of war has not produced any essentially new problems 
of government financing; but the strain has been intensified by the rise in 
the proportion of military expenditures to total national resources. Cer¬ 
tain necessities dominate the financial and economic problems created by 
a total war. Total spending of the government and for private consump¬ 
tion is not kept within the limits of current national income but drafts 
are unhesitatingly made on capital wealth. To provide for as much as 
one-half of the total state expenditure by current revenue demands more 
taxation—preventing private enrichment in the midst of a public 
calamity. 

The Anti-inflation bill signed by the President in October 1942 
gave him specific powers for the stabilization of prices and wages, 
and the OfiSce of Economic Stabilization was created. More drastic 
supervision of commodity prices was felt to be necessary and that 
prices could be prevented from rising by effective rationing. It was 
generally recognized that the Price Control Act was intended to 
keep the law of supply and demand from working. 

The first war-tax bill, the Revenue Act of 1942, was the largest 
tax measure in world history and became law on October 21. It 
sharply increased most of the existing taxes and introduced sev¬ 
eral new levies. For individuals: The normal tax rate was increased 
from 4% to 6%; the surtax was revised to range from 13% to 82%; 
a 5% "‘Victory Tax'’ was imposed, to be withheld at the source, on 
earnings over $624 per annum. For corporations: The normal tax 
was left unchanged; the surtax rate was increased to 16% on net 
income in excess of $50,000; the excess-profits tax was increased to 
a flat rate of 90%—however, a limit of 80% was placed on the 
combined normal tax, surtax, and excess-profits tax, with a provi¬ 
sion for a postwar refund. « 
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Amortization of bond premiums was instituted for taxable 
years beginning after December 31, 1941. Tbe tax applies 
to the yield instead of the coupon income of all bonds whether 
issued by a corporation, the Federal Government or any local 
political subdivision, and affects all taxpayers, corporations, 
individuals, estates and trusts, but not dealers in securities. 
Amortization may be mandatory or optional depending upon 
the type of bond and upon whether the taxpayer is a corpora¬ 
tion or not. 

The first war-tax law was recognized as fading to harness effec¬ 
tively inflationary forces. Increased incomes earned from war ex¬ 
penditures, compared with income earned and saved before the 
war, were not equitably taxed. The upward pressure of excess 
spending power on prices and costs was not removed. 

In doctrinal phraseology, by paying taxes we buy the kind of 
civilization we want to enjoy. ‘‘Each citizen contributes to the 
revenues of the state a portion of his property in order that his 
tenure of the rest may be secure.’’ 

The Salary Stabilization Law and the wage regulations of the 
War Labor Board in practice prevented employers from meeting 
the rates the Government itself paid in competition to obtain 
employees. 

Taxation of income from municipal issues, abridging the recog¬ 
nized rights of States and municipalities and making them more 
dependent upon the central Government,'was agitated. Secretary 
Morgenthau stated, 

It is high time to tax the income of State and municipal securities . .. 
not only the income from future issues, but also the income from those 
issues now outstanding. This loophole costs the Treasury about $200,- 
000,000 a year. (Other Government officials estimated the figure at merely 
$70,000,000.) .... There is a contract which stands between the Federal 
Government and the holders of Federal tax-exempts. I don’t intend di¬ 
rectly or indirectly to break that contract. But none exists as regards 
State or municipal bonds. 

In May 1942, the House Ways and Means Committee rejected 
the Treasury’s proposal to tax both outstanding and future mu¬ 
nicipal issues. 
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Concernmg U, S. Government Securities 

At the beginning of 194£, the following percentage distribution 
of Government securities was held by 5,793 commercial banks: 

14.4% due or callable for redemption within 1 year 
4^,0% due or callable for redemption within 1 to 5 years 
£6.8% due or callable for redemption within 5 to 10 years 
10-5% due or callable for redemption within 10 to 15 years 
£.7% due or callable for redemption within 15 to £0 years 
3.5% due or callable for redemption over £0 years 

Treasury bond offerings for the year prior to the First War Loan 
in December consisted of the following: 

JjLNtJAKy—Treasury £s of June 1949-51, in exchange only. 

Fbbru.^lRY—T reasury £kts of 195£-55, for cash; subscriptions were entertained 
from the various classes of subscribers on the basis of the December 1941 
financing. 

May—T reasury £s of September 1949-51, and Treasury £3^s of 196£-67, for 
cash. The rules governing subscriptions inaugurated in December 1941 were 
not made applicable and no limitation was placed upon amounts of subscrip¬ 
tions. The Treasury £j/^s of 196£-67 were the first so-called “tap’’ issue. The 
terms of the offering prohibited commercial banks which accept demand de¬ 
posits from purchasing the bonds, fqr their own account, for ten years from the 
date of issue. As the amount offered was unspecified, subscription books re¬ 
mained open for a longer p>eriod than customary. An additional amount of 
these “tap” Treasury of 196£-67 was offered for cash in August, and the 
same terms applied. 

JtTLY—Treasury £s of December 1949-51 for cash, 

October —Treasury £s of March 1950-52 for cash. By not naming a 2}4% rate 
for these bonds, which had been advocated by bankers, subscriptions resulted 
in 100% allotments. 

Promptly thereafter Secretary Morgenthau announced his long 
awaited financing policy. 

Arbitraging for price profits as fluctuations moved away from 
average prices had been the customary practice prior to the war 
with investing institutions and banks in general. After the Treas¬ 
ury’s prescribed program of a scientific yield pattern was adopted, 
a relative scale of yields calculated for different maturities pro¬ 
vided a mathematical formula not only beneficial to the Treasury 
and the Federal Open Market Committee but also for collaborat¬ 
ing dealers and institutional investors. 

The Treasury’s position with respect to borrowing from banks 
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Pattern for Interest Rates 

was stated by Under Secretary of the Treasury, Daniel W. Bell, 
on October 19, 1942: 

It is our firm belief in the Treasury that we should borrow from com¬ 
mercial banks only on a residual basis—that is, to resort to the com¬ 
mercial banks only after every effort has been made to finance the deficit 
from other sources. . . . 

It is important that the banks preserve a maximum of liquidity. To 
help them do so, we have decided that securities sold to the banks should 
have a range of maturities running from three months, in the case of 
Treasury bills, to ten years, in the case of Treasury bonds. . . . 

It may seem at times that banks are being discriminated against in not 
being permitted to subscribe for longer-term securities which bear higher 
interest rates than 2%, but this is not the case. The Government would 
certainly be doing the banks no favor if it permitted them to load them¬ 
selves with long-term issues.... The report of the Economic Policy Com¬ 
mission of the American Bankers Association, issued last April, concluded 
that securities sold to banks should be limited to a 10-year maturity. 

Instead of monthly flotations, the favored plan was to offer for 
sale larger amounts, with two or three months’ intervals, and issue 
various types of marketable securities particularly suitable for the 
different classes of investors. The adopted pattern was based on 
the plausible theory of maintaining rates and yields on a relative 
scale for different maturities, the range of interest rates being 
from for Treasury bills to for long-term bonds. The 

Secretary commented, "T sincerely hope we will be able to finance 
the war in this range. ... I think the taxpayers will be happy.” 
A maximum interest rate of 2% on bonds sold to commercial 
banks would create a pivotal gauge around which other yields 
could radiate. Comniercial banks were not then permitted to own 
United States Savings bonds. Neither could they own the “tap” 
2j^s of 1962-67 until ten years after their issue date. 

The relative rates should reasonably revolve around— 

3 months ® 1 to 2 years @ 1% to 5 to 7 years @ 

6 months @ %% 2 to 3 years @ lH% 7 to 10 years @ 

9 months @ %% 3 to 4 years @ lH% to 15 years @ 234% 

1 year @ 4 to 5 years @ 134% to 30 years @ 234% 

In support of that program, member banks of the Federal Re¬ 
serve System were encouraged by the Federal Reserve Banks to 
acquire increasing amounts of Government securities, with the 
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assurance that the discount privilege at the Federal Reserve Banks 
would be available if and when any bank temporarily needed ac¬ 
commodation. The ability of the banking system to absorb addi¬ 
tional Government bonds was further strengthened not only by 
increased open market operations by the Federal Reserve System 
and a decrease of 20% in required legal net reserves on net demand 
deposits of New York City and Chicago banks (central reserve 
cities) but also by the reduction from 1% to J^% in the discount 
rate to all member banks when collateralized with Government 
securities maturing or callable within one year. 

The Federal Open Market Committee evidenced the desire to 
have the market quoted and maintained according to a consistent 
pattern with respect to the relative yield of all issues. As the refor¬ 
mation was exercised, it virtually stopped previous gyrations and 
disorderly manipulated market prices. The pattern of rates became 
a veritable wartime strait-jacket for an inflexible rate structure. 

With governmental management of capital markets now pre¬ 
vailing, the Treasury was prepared to begin its major War Loan 
campaigns. During the two months from September 30 to No¬ 
vember 25, the Federal Reserve Banks increased their holdings of 
Government securities by $1,275,466,000. This assisted the banks 
to subscribe for new Government flotations and provided a stabi¬ 
lizing benefit to the market. The purchase of $415,492,000 Govern¬ 
ment securities in a single week, ending October 21, constituted an 
unprecedented market support within such a short period of time. 
Banks were assured they need have no fear their investment in 
Government securities would run the risk of inability to meet de¬ 
mands on them for cash and for the maintenance of their reserves 
at the required levels . . . that holdings of idle funds, under war 
conditions, deprive the banks of needed earnings. 

Although the widest possible distribution of the debt among the 
people called for attractive interest rates, that would have con¬ 
flicted with the Administration’s fiscal policy of managed credit at 
unprecedented low interest rates. Therefore the Treasury relied, as 
it had in 1941, upon patriotism and the cooperation of banks to 
support the national credit. 
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JVar Loan Deposit Accounts 

Laymen volunteered advice to the effect that the Government 
should lengthen the maturity dates of its borrowing rather than 
seek to borrow more cheaply with short maturities. 

The Victory Fund flotation in December 1942, later known 
as the First War Loan (see Section V for description of all War 
Loan offerings), was designed to raise $9,000,000,000, of which 
$5,000,000,000 was solicited from nonbanking sources. The Treas¬ 
ury was assisted by 44,000 volunteers in committees and 300,000 
volunteers of the War Savings staff. 

After the subscription books closed, the market values advanced 
to higher premium prices than anticipated. 

The Administration had taken increasing advantage of the pro¬ 
vision of the statutory sinking fund that it may merely accrue; 
consequently, it spent less for debt retirement as borrowing needs 
and the deficit increased. As long as there was a large deficit, no 
useful purpose appeared to be gained by borrowing more money 
to retire the debt. 

War Loan Accounts of Banks 

Summary of statements by Allan Sproul, President of the Fed¬ 
eral Reserve Bank of New York: 

During the first World War there was developed the so-calied war loan 
deposit account procedure by means of which banks are permitted to 
make payment for Government securities purchased, not only for them¬ 
selves but for their customers as well, by a deposit to the credit of the 
Government on their own books. These deposits are subsequently with¬ 
drawn by the Treasury, m installments, as needed to meet Government 
expenditures.... This method is designed to prevent so far as is possible 
the dislocation of funds which would otherwise occur.... Now that war 
expenditures and the volume of Government financing are attaining such 
magnitude, it becomes important for all banks to consider carefully 
whether it would not be to thehr interest .to qualify as Government de¬ 
positaries, and thus to be in a position to make payment (either in full or 
in part) for Government securities, for which they and their customers 
subscribe, by means of credits to War Loan deposit accounts, rather than 
by immediate remittance. . . . The applicant (or qualified depositary) 
should be guided by the amount of the payments which it expects to 
make, for itself and others, in respect of Government securities which 
may be paid for by credit to the War Loan deposit accoxmt. Upon ap¬ 
proval of the application the depositary will open and maintain a sepa- 
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rate account for such deposits . . . and will pledge (with its Federal Re- 
Mrve Bank) as collateral for such deposits, securities of the character and 
in the amount required by the Treasury. 

As of June 30,1942, only about 4,000 of the 15,000 banks in the 
United States had qualified as Government depositaries. 

Whether the report is apropos or irrelevant, the ‘^noiseless” 
Government financing through institutions in Germany led to the 
development of Government borrowing by book entries, without 
the actual issue of bonds. Issues of some 34 milliard Reichsmark in 
1940-1941 would have meant about 23 million separate bonds in 
circulation, but only 3.2 million bonds were put in circulation, a 
saving of nearly 20 million bonds and the annual manipulation of 
40 million interest coupons; also saving labor and material, while 
the individual investor gained in convenience and in security 
against loss and in cost of safe custody. 

1943 During the year the enormous output of the Am erican 
economy became a decisive factor in the progress of war toward 
victory. This demonstration of the nation’s ability to organize 
effectively for a national purpose raises hopes that the country will 
be able also to meet successfully the problems of readjusting to a 
peacetime economy and of maintaining a high level of output and 
continuous employment. 

To finance the war effort the United States Treasury in 1943 ex¬ 
pended $85,000,000,000. Total expenditures, including those for 
nonwar purposes, were $91,000,000,000; net receipts, largely taxes, 
were $35,000,000,000. After the amount to be obtained through 
taxation has been decided by Congress, the remainder has to be 
borrowed. 

The Federal Reserve System was prepared to use its powers to 
assure at all times an ample supply of funds for financing the war 
effort and to exert its influence toward maintaining conditions in 
the United States Government security market satisfactory from 
the standpoint of the Government’s requirements. During 1943 
the System engaged in open market operations to maintain stable 
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Ample Supply of War Funds 

conditions in the Government security market at interest rates in 
harmony with a pattern agreed upon with the Treasury. From 
time to time it provided such additional reserves as the banks 
needed in order to purchase Government issues that were not ab¬ 
sorbed by other investors. It also continued and expanded its 
work in connection with war production loans guaranteed by the 
War and Navy Departments and the Maritime Commission. 

In the aggregate the interest-bearing direct and guaranteed debt 
increased by $57,000,000,000 during the year, of which $25,000,- 
000,000 was taken by the banking system and $32,000,000,000 by 
nonbanking investors. A total of 27,000,000 persons participated 
in pay roll savings plans, and holdings of savings bonds of all kinds 
increased by $12,000,000,000. 

During the year the Federal Reserve System increased its hold¬ 
ings of Government securities by $5,400,000,000, which provided 
the banks with the major part of the reserves needed to offset an 
increase of $5,000,000,000 in the demand for currency, a loss of 
gold, and a growth in foreign balances at the Reserve Banks ag¬ 
gregating $1,500,000,000, and an increase of $600,000,000 in re¬ 
quired reserves at member banks. 

Growth of production was entirely in war industries, but 
civilian consumption in the aggregate remained close to the high 
levels of 1941 and 1942. Notwithstanding greatly increased taxes, 
incomes of individuals were far in excess of supplies of goods and 
services available to civilians. This current surplus of purchasing 
power and the exceptional accumulation of liquid assets held by 
individuals increased the difficulty of enforcing rationing, price, 
and manpower controls. 

The large volume of cash resources, together with savings which 
the public had invested in Government securities, was a source of 
inflationary danger, but at the same time it formed a backlog of 
buying power which if properly used should be a powerful safe¬ 
guard against postwar deflation. 

Wholesale prices advanced 37% from the beginning of the war 
to the end of 1943 and the rise in the cost of living for the same 
period was 25%. Pressures on the price and wage structures, which 
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had been formidable and were increasing, were a serious threat to 
economic stability. To combat this danger now and in the period 
immediately following the war, there was need for an adequate 
further increase in taxation, for firmness in holding the line against 
price and wage advances, and for resistance all along the domestic 
front to pressures exerted by groups representing special interests 
rather than the public welfare. 

Relatively low long-term interest rates to encourage enterprise 
should form a vital part of a postwar program. The volume of tax 
levies should be flexible, with outlays increasing and taxes declin¬ 
ing when business activity shows signs of slackening, and taxes 
rising and public works slowing down when consumer and capital 
demands begin to press against productive capacity. 

Economic, fiscal, and monetary policy, private and public, dur¬ 
ing and after the war, must seek to prevent the surplus income and 
surplus cash created by the war from resulting in inflation. In the 
critical postwar period ways must be found to promote full em¬ 
ployment and stable prosperity by utilizing the people’s abundant 
liquid resources and the expanded productive capacity of the 
country. 

During 1943 the armed services increased their strength by 
about 3,500,000 persons. 

Exports, chiefly lend-lease aid to our Allies, totaled $12,700,- 
000,000 for the year, which was 58% larger than in 1942 and 55% 
larger than the value of goods exported in 1920, the previous high 
year. 

Total output of the economy in current prices amounted to 
$187,000,000,000, compared with $152,OO0,OOO,OOO in 1942, and 
$89,000,000,000 in the prewar ye^ of 1939. Probably about one- 
half of the output for war purposes ia 1943 was accounted for by 
production of planes, ships, combat vehicles, and ordnance. 

Incomes received by individuals increased by $26,000,000,000 
from 1942. Additional tax payments absorbed less than half of the 
increase, leaving the people with $15,000,000,000 more of disposa¬ 
ble income than in the preceding year. Controls failed to check the 
growth of inflationary pressures. 
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Increasing Money Supply Causes Rising Prices 

Net income of farm operators continued to rise sharply and for 
the year as a whole was more than 30% higher than in 1942. The 
increase in incomes was largely due to increased prices received by 
farmers rather than to an increase in output. 

Bank deposits plus currency outside of banks expanded by more 
than $23,000,000,000 during 1943. 

Individuals increased their liquid assets by more than $40,- 
000,000,000 in the past two years. Industrial corporations and other 
business enterprises built up huge liquid balances, mainly fqr 
working capital in war production. States, municipalities, and 
other local governments also increased their liquidity by debt 
reduction and accumulation of reserves. 

The wartime growth in the money supply carries with it a threat 
of inflationary price advances during and immediately after the 
war. The most effective means of preventing such inflationary 
developments is to raise as large a part of war expenditures as 
possible from taxation, and to depend as little as possible on bor¬ 
rowing and particularly on borrowing from the ba nkin g system. 

While monetary policy cannot by itself prevent inflation, mfla- 
tionary conditions are certain to result in heavy upward pressure 
on money rates. When the buying power of money is declining, 
holders of money prefer to exchange it for commodities, equities, 
or real estate, rather than to invest it at a fixed rate of return, and 
others are willing to pay high rates for money to be used in specu¬ 
lation and speculative ventures. Consequently, money rates are 
always extremely high during an inflation. This is an additional 
reason why, in view of the enormous growth of our public debt, it 
will be vitally important to keep direct controls in effect after the 
war is ended. 

In the war loan drives of April and September, 1943, and in the 
campaign for the sale of Savings bonds through pay roll savings 
plans, the Treasury and the Federal Reserve System constantly 
endeavored to place as large a part of the public debt as possible 
outside of the banking system. 

Nonbankinvestors took 57% of theincrease in public debt during 
the year, as compared with 51% in 1942. In the April drive, when 
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purchases by commercial banks were limited to $5,100,000,000, 
nonbank investors bought $13,500,000,000 of securities; in the 
September drive, the corresponding figure was $18,900,000,000 
when sales to banks were not permitted. Sales to individuals, 
partnerships, and personal trust accounts were $5,400,000,000 in 
the September drive as compared with $3,300,000,000 in the April 
drive. Insurance companies, mutual savings banks, and nonfi- 
nancial corporations invested $12,900,000,000 in securities during 
the September drive, consVlerably more than in the April drive. 

The increase in holdings of Government securities by com¬ 
mercial banks during 1943 amounted to 34% of the increase in the 
public debt compared with 41% in 1942. Substantial purchases by 
the Reserve Banks raised the total volume taken by the banking 
system to 43% of the expansion in debt. 

At the beginning of 1943 a great many commercial banks had 
not qualified for carrying war loans accounts, notwithstanding the 
urging of the Treasury and the Federal Reserve authorities that 
banks make full use of such accounts. To encourage their use the 
Board recommended and Congress enacted legislation (Act of April 
13, 1943) exempting war loan deposit accounts from reserve re¬ 
quirements and from assessments for deposit insurance until six 
months after the cessation of hostilities. 

During 1943, there were increases of about $14,000,000,000 in 
demand deposits at all banks. After the war, a decline in the vol¬ 
ume of deposits, in all commercial banks taken as a whole, can be 
caused by withdrawals of currency or an outflow of gold from the 
country, or it may reflect a reduction in the banks’ loans and in¬ 
vestments. Only the last of these causes is likely to occasion a 
substantial decline in deposits in the postwar period. The volume 
of currency in circulation now is so large that it is much more 
likely to decline after the war (and thus increase deposits) than 
to expand further (and thus reduce deposits). 

Reporting for the Treasury, the Secretary stated: 

This was the first complete fiscal year of our participation in the 
war. It was a year of rapid transition of the economy from a 
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peacetime to a wartime basis. The major phases of this transition 
were completed by the end of the fiscal year (June 30, 1943), so 
that the accounts of the Federal Government for the fiscal year 
1944 will be the first to reflect the full impact of the war on our 
economy. The fiscal year 1940 was the last before the commence¬ 
ment of the defense program. 

A summary indicated that war expenditures will have increased 
over fifty times, from $1,700,000,000 in the fiscal year 1940 to an 
estimated $92,000,000,000 in the fiscal year 1944; while during 
the same period total Federal expenditures will have increased 
over ten times, from $9,3OO,OO0,OOO to $99,300,000,000. 

Total net receipts in general and special accounts in the fiscal 
year 1943 amounted to $22,281,600,000. 

Total expenditures of the Federal Government from general and 
special accounts amounted to $78,200,000,000, which was nearly 
two and one-half times the amount expended in the year before. 
The net deficit, exclusive of statutory debt requirements, was 
$55,897,000,000. 

Need for Additional Taxes 

It is difficult to step up taxes from a peacetime level fast enough to 
keep pace with wartime financial requirements. The Federal Government 
is now absorbing, principally for war purposes, about one-half of the 
gross national product; but is receiving less than one-quarter of the 
amount of this product in Federal taxes. This situation can hardly be de¬ 
fended as the final goal of a sound program of war finance. It is dangerous 
fiscal policy to continue the risks of inflation involved in the present ex¬ 
cess of Federal spending over Federal taxes. 

Finally, it is manifestly unfair to our men in the armed forces that we 
should postpone, until their return, the allocation of any larger propor¬ 
tion of the war cost than is absolutely necessary. 

How far we are from the economic limit of Federal taxation is shown by 
the fact that one of the major economic problems now confronting the 
country is that of ‘‘excess” consumer spending power—i.e., spending 
power in excess of the available supply of civilian goods at present prices. 
This “excess” spending power is created by the excess of Federal ex¬ 
penditures over Federal taxes; and constitutes on the one hand a threat 
of inflation, and, on the other, an evidence of ability to pay additional 
taxes. The taxes needed should be levied in accordance with the principle 
of ability to pay. 
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Principles of Wartime Borrowing 

In order to finance the deficit and to increase the working balance in 
the Treasury to a level commensurate with the wartime rate of expendi¬ 
tures, it was necessary to increase the interest-bearing public debt (in¬ 
cluding guaranteed issues) by $92,000,000,000 during the three-year 
period ended June 30, 1943. 

Immediately following the entrance of the United States into the war, 
the Treasury Department commenced to emphasize the development of 
the pay roll savings plan for the purchase of Series E savings bonds. 
Bonds sold in this manner absorb consumer purchasing power directly at 
its source and, consequently, have a maximum impact upon consumer 
spending. The pay roU savings plan, therefore, has proved an extremely 
important weapon in the fight against inflation. 

About $52,000,000,000 of the total increase in the public debt during 
the three fiscal years ended June 30,1943, was absorbed by nonbank in¬ 
vestors. The remaining $40,000,000,000 was absorbed by commercial and 
Federal Reserve Banks. A large part of the absorption by banks was 
necessary to provide for the increase in circulating medium required by 
the expanding wartime economy. A large portion of the remainder was 
necessary because markets for Government securities outside of the 
banking system, in the nature of the case, require time for their develop¬ 
ment. 

In accordance with the principle of maintaining the liquidity of the 
banking system, about half of the $40,000,000,000 of Government se¬ 
curities sold, on net balance, to the banking system during the three 
years ended with the fiscal year 1943 consisted of bills and certificates 
with a maturity not exceeding one year; and, since February 1942, the 
Treasury Department has offered to commercial banks, for the invest¬ 
ment of their demand deposits, no securities with a maturity on original 
issuance longer than ten years. 

The Treasury Department has considered itself the trustee for the in¬ 
experienced investor who purchases Government securities primarily to 
help his country in its time of stress, and places his faith in his Govern¬ 
ment that the securities he purchases are sound investments. The appeal 
to small investors has been confined to Series E savings bonds, which are 
nonnegotiable and payable on demand sixty days after issue date. They 
are, hence, guaranteed against fluctuations in market value. Their in¬ 
vestment yield if held to maturity—2.90%—is the highest obtainable on 
any United States Government security. 

Nonnegotiable securities with guaranteed redemption values are not 
subject to the panicky liquidation which is likely to occur among small 
holders of marketable securities in the event of a decline in their market 
value, and so are not likely to be disposed of (mtil the holder feels an 
actual need for the use of their proceeds. When nonnegotiable securities 
are redeemed, they can be refunded in an orderly manner through the 
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issuance of the types of new securities best fitted to the market at that 
time. 

On June 30, 1940, at the commencement of the period of defense 
finance, the average rate of interest on the entire public debt (including 
guaranteed issues) amounted to ^.51%; by June 30, 1943, this average 
rate on the entire debt had fallen to 1.98%. The average rate on all new 
borrowing during this period amounted to 1.73%, despite the. fact that 
over 95% of this borrowing—all of it since February 28, 1941—had been 
accomplished by the issuance of taxable securities. This compares with 
an average rate of 4.25% on borrowing during the last World War, when 
all of the securities issued were either wholly or partially tax-exempt. 

In the process of borrowing $64,274,000,000, the Treasury is¬ 
sued during the fiscal year 1943 a gross amount of $122,632,000,- 
000 of public debt securities. This amount was so far in excess of 
the amounts raised in any previous comparable period in Treasury 
operations that it was necessary to make changes in the mechanics 
of the financing operations. 

The operations were divided into three financing periods; 

First period —July 1 through November 30, 1942—The Treasury’s 
principal offerings of marketable securities consisted of three bond issues, 
two note issues, and two issues of certificates of indebtedness. All of these 
issues were for new money. In addition an offering of certificates of in¬ 
debtedness was made primarily to refund a maturing issue of certificates. 

Included among the bond offerings was the second offering (August 
1942) of 23 ^% Treasury bonds of 1962--67, the so-called "‘tap” issue 
which had first been offered in May 1942. This issue was not open to 
conamercial banks and it was specified that they would not be permitted 
to own it imtil a period of ten years should have elapsed from the date of 
its issue. A new provision was introduced with this offering which, in 
effect, allowed optional redemption of the bonds at par and accrued in¬ 
terest upon the death of the owner if the bonds were used to pay Federal 
estate taxes. This provision applied retroactively to the bonds of the 
same description that had been issued in May 1942 and it has been in¬ 
cluded in all subsequent issues of 2J^% bonds. 

Second period —December 1, 1942, through March 31, 1943—It be¬ 
came apparent during the first part of the fiscal year that in order to ob¬ 
tain a greater proportion of the necessary funds from sources other than 
co mm ercial banks a change in the method of financing was necessary. 
In November 1942, therefore, the Treasury made plans for a series of 
major drives for funds. The first of these, the Victory Fund Drive, later 
known as the First War Loan^ was conducted between November 30 and 
December 23,1942. The goal of this campaign was to raise approximately 
$9,000,000,000 through the sale of three new issues of marketable se- 
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curities, all dated December 1, 1942, and through the sale of Treasury 
bills, three series of Savings bonds, and two series of tax savings notes. 

The only other new security offered during the remainder of the second 
period of the year’s financing program was an issue of %% Treasury 
certificates of indebtedness dated February 1, 1943. About three-fourths 
of the proceeds of this offering was applied to the redemption, on Feb¬ 
ruary 1, of $1,588,000,000 of maturing %% certificates of indebtedness. 
The balance of the funds raised constituted new money. 

Third period—April 1 through June 30, 1943—The financing program 
was opened by the Second War Loan which was conducted between 
April 12 and May 1,1943. It was directed by a new marketing organiza¬ 
tion, the Treasury War Finance Committee. The Presidents of the twelve 
Federal Reserve Banks were in charge of District War Finance Commit¬ 
tees, composed of representatives of the War Savings Staffs and of the 
Victory Fund Committees. More than one million volunteers took part 
in this drive. 

The goal for the Second War Loan was $13,000,000,000. Total sales 
were $18,555,000,000, including $935,000,000 purchased by dealers, brok¬ 
ers and Government agencies and trust funds. Three new marketable 
issues, all dated’April 15,1943, were offered and weekly increases in the 
outstanding amount of Treasury bills were continued. The sale of Sav¬ 
ings bonds, Series E, F, and G, was vigorously promoted. Total sales 
of $18,555,000,000 in the Second War Loan represented nearly 90% as 
much as was obtained in all of the five bond drives in the first World 
War. 

The gross public debt on June 30, 1943, amounted to $136,696,- 
000 ,000, an increase of $64,274,000,000 during the fiscal year. The 
computed average rate of interest on the debt amounted to 
1.979%, which was the lowest this rate had ever been. The annual 
interest charge amounted to $2,678,779,036. 

With the stage set for war industries and with a financial picture 
for raising the costs of the war, the patriotic nation and its 
Congress faced the problems without stint. 

The world’s first $100,000,000,000 one-year budget was pre¬ 
sented to Congress by President Roosevelt in his Message on 
January 11, 1943; 

I am transmitting herewith a war budget exceeding $100,000,000,000, 
for the fiscal year .beginning July 1,1943. This budget presents the maxi¬ 
mum program for waging war. 

We wage total war because our very existence is threatened. 
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Just after Pearl Harbor monthly expenditures for war purposes 
amounted to $2,000,000,000; they now exceed $6,000,000,000, and they 
will average more than $8,000,000,000 a month during the fiscal year 
(ending June 30) 1944. For the whole of the current fiscal year total war 
expenditures are now estimated at $77,000,000,000; for the next fiscal 
year at $100,000,000,000. 

War financing has raised the requirement for interest on the public 
debt to an estimated $1,850,000,000 for the current year and $3,000,000,- 
000 for the fiscal year 1944 under existing legislation. 

We should strive to collect not less than $16,000,000,000 of additional 
funds by taxation. . . . On the basis of present legislation we expect to 
meet 34% of total estimated Federal expenditures by current receipts 
during the fiscal year 1944. If the objective proposed in this message is 
adopted, we shall meet approximately 50% of expenditures during the 
fiscal year 1944. 

By the end of the current fiscal year the public debt will total $135,- 
000,000,000. By Jime 30, 1944, it will be about $210,000,000,000 under 
existing revenue legislation. Such a debt can and will be repaid. The na¬ 
tion is soundly solvent. . . . Because of the unavoidable magnitude of 
interest-bearing debt, taxes probably will never revert to their prewar 
level. 

Fairness requires the closing of loopholes and the removal of inequities 
which still exist in our tax laws. 

The President’s '‘hold the line” anti-inflation executive order, 
April 8, reiterated the warning against further increase in wages or 
salaries, prices of commodities, and profits, to prevent a further 
rise in the cost of living. His order limiting salary and income from 
investments, both combined, to $25,000 net for anybody, was con¬ 
demned and repealed. Administration proposals also included a 
"cradle-to-grave” social security system and postwar control of 
industries developed with Government funds. 

While high taxation for the patriotic purpose of war was com¬ 
mendable, confiscatory taxation for socialistic purposes was recog¬ 
nized as robbing producers of a reward and "murdering progress in 
its cradle.” The eminent historian, James Truslow Adams, cited 
his own experience: 

Recently I was asked to write a short history of the United States 
for use in English schools imder the new rule making its study com¬ 
pulsory. What was the situation? The British Government would take 
50% of my royalties before they are transmitted to me m pounds at a 
discount of about 25% in dollars. When the balance got here the Federal 
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Government would take 62% more in taxes. I am working mostly to 
leave money to my family, and the inheritance tax would be over 30% 
more. So I did not write the book; the British Government got nothing. 
I got nothing; the English school children did not get the text I would like 
to have done; and the Federal Government gets nothing. My heirs will 
get nothing. That is a personal commentary on national wealth and 
national income as fixed amounts to be “redistributed.” 

Imposing crippling taxation upon people who save, which levels 
them to people who spend, is no brake on inflation. The Adminis¬ 
tration thus far had failed to solve or check the problem of infla¬ 
tion. The surplus purchasing power of the people continued to 
press upon all markets. While other nations were collecting by 
taxes half of their war expenditures, we were collecting less than 
one-third. 

It became more and more apparent that a tax payable in large 
lump sums on the income of the preceding year was not attuned to 
the needs of the great body of new taxpayers created by rising in¬ 
comes and falling exemptions. The Treasury urged the adoption of 
a current payment system and collection at source. In the transi¬ 
tion from a delayed-payment to a current-payment system, the 
Treasury consistently opposed full cancellation of one year’s tax. 

The revision of payment methods became so pressing a matter 
that Congress made it the subject of a separate tax bill, independ¬ 
ent of the broader 1943 revenue program. 

The Tax Payment Act of 1943 (pay-as-you-go), approved June 
9, became effective on July 1, 1943. It contained three major 
features: (1) provisions for withholding of income tax at source on 
wages and salaries; (2) provisions requiring the filing of declara¬ 
tions and payment of estimated tax currently by those individual 
income taxpayers not made current in their tax payments through 
withholding; and (3) provisions effecting the transition from the 
delayed system of income tax payments to the current payment 
system— 

The Victory Tax withholding provisions were repealed and withhold¬ 
ing required at the rate of 20% of the amount paid to an employee over 
and above the employee’s family status. 

Cancellation of 100% of the lower of the tax liabilities for the years 
1942 and 1943 where the liability was $50 or less, and 75% where the 
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liability for the lower year was more than $66.67; the uncanceled 25% 
could be paid in two installments, March 15,1944 and March 15,1945. 

Estimated tax shown on declarations to be paid quarterly with pro¬ 
vision declarations could be amended to reflect the change in income or 
deductions and corresponding tax liability. 

The Treasury terminated the sale of Treasury Tax Savings 
notes of Series A-1945, since these notes were designed for the 
smaller taxpayer and the current withholding tax would serve the 
same purpose. 

In a statement before the Senate Committee on Banking and 
Currency, Secretary Morgenthau commented: 

The spread of the war to this hemisphere and the presence of American 
forces in many countries abroad have heightened the importance of our 
currency relations with these countries. The gold, currency, and stabili¬ 
zation operations of the stabilization fund in the past two years have 
reflected these changes in the world situation. 

While during most of the period since 1934 there was a heavy inflow of 
gold into the United States so that the fund’s purchases exceeded its 
sales of gold, during the last two fiscal years the fund has sold more gold 
to foreign countries than it has purchased.... I know of no better means 
of settling international balances than with gold. For this reason it has 
been, and is, the policy of the Treasury to facilitate the continued use of 
gold for the settlement of international balances. Our stabilization fund 
has definitely contributed to the implementing of this policy. 

The powers relating to the stabilization fund, which were 
granted to the President and the Secretary of the Treasury in the 
Gold Reserve Act of 1934, as amended, were extended until June 
30, 1945. The power to alter the gold content of the dollar, given 
to the President in 1933 and 1934, was permitted to lapse. 

Authority was extended two years for the President to raise or 
lower existing tariff rates as much as 50%‘. 

Treasury financing for the calendar year 1943 was centered 
in the Second and Third ^ar Loan Drives. 

On April 12, when the Second War Loan campaign was 
launched, Secretary Morgenthau stated: 

The war financing program must proceed at a pace of hundreds of 
millions of dollars daily to reach the goal in the time set.... The bulk of 
the financing must come from nonbanking sources, including the workers 
in plants and stores who are in income brackets of from $1,000 to 
$5,000. . . . 
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This is a people’s war—so all of the people ought to have a part in 
financing it. 

I can report that 96 cents out of every doUar which conies into the 
Treasury is sp»ent for*war purposes.... We will need to borrow a total of 
about $70,000,000,000 for this fiscal year. 

For an oflFering in June of $2,500,000,000 Treasury notes 
(September IJ^s, 1947) subscriptions totaled $19,543,543,500, an 
all-time record. Allotments totaled $2,707,264,000. While the issue 
was designed primarily for banks, the banks were required to share 
with the public the latter’s response to the offering. The banks 
wanted the notes for investment, but had to pay the premium 
market price in order to obtain additional, desired amounts. The 
number of so-called “joy-riders” was imusually large. For the 
July financing, which consisted of one-year certificates of 
indebtedness, offered in exchange for certificates maturing August 
1, and for cash, the Treasury gratified the banks by denying “joy¬ 
riders” and others the privilege of subscribing, and by confirming 
cash subscriptions only to commercial banks, subject to restrictions. 

The average yield of long-term partially tax-exempt bonds was 
1.80%, as of June 30,1943, compared with a previous low average 
of 1.85% in November 1941. 

Prior to the 1943 September and October financing. Secretary 
Morgenthau stated: 

How much will it cost to bomb Berlin? ... If you regard the raid 
that crushed Hamburg as a bullet, and if you add all of the necessary 
equipment and preparations and regard them as the gun that fired the 
bullet, the total cost was $346,000,000—that means your share was $3. 
Say it costs six thnes as much to bomb Berlin. That will be pretty close to 
$18.75 for every man, woman and child in the coimtry, or the price of a 
$25 bond. 

The Treasury’s program for the Third War Loan, which began 
in September, was for the entire $15,000,000,000 to be sold only to 
individual investors, corporations, and nonbanking institutions. 
The organization of this drive was a departure from the First and 
Second War Loans in that it was organized on a State pattern, 
under direction of State and local war finance committees with a 
chairman in each State reporting to the War Finance Division of 
the Treasury Department. 
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After the drive terminated, additional amounts of the 2s of 
1951-53 and certificates of indebtedness werfe offered for the 
exclusive subscription of conamercial banks. Further issues were 
also made of the Treasury 2s of 1951-53 and Treasury 23^s of 
1964-69, which had been offered in the Third War Loan, in ex¬ 
change for Treasury 3J4s of 1943-45, called for redemption on 
October 15, 1943; the 2j^s being subject to the restrictions upon 
commercial bank holdings. 

Beginning in the latter part of October and extending through 
November, seemingly unreasoned opinions were circulated that 
the war might end suddenly, and soon. That sentiment, not fiscal 
facts, caused speculative selling. The market recession, which 
affected all issues, was greatest in the partially tax-exempt class. 

The Treasury announced its intention of maintaining the 
adopted pattern of rates for the duration of the war. 

Offerings of Treasury bills were made each week during the 
year, and the amount of the offerings was increased from $1,000,- 
000,000 at the start of the year to $1,200,000,000, for the last eight 
issues of the year. To obtain wider distribution, beginning with the 
issue dated May 12, 1943, provision was made for the receipt and 
allotment in full of tenders for $100,000 or less from any one bidder 
at a fixed price of 99.905 per $100 face value, in addition to the 
bidding on a competitive basis. Subsequently the amount was 
changed to $200,000. 

Of the total debt on December 31, 1943, holders of interest- 
bearing direct and fully guaranteed United States Government 
obligations were: 


Government Agencies and Trust Fimds. 10.0% 

Federal Reserve Banks.. 6.8% 

Commercial banks. 36.1% 

Mutual Savings banks. 3.6% * 

Insurance companies. 3.7% 

Other investors. 34.8% 


100 . 0 % 

According to statements made by Under Secretary of the 
Treasury Daniel W. Bell: 

We have tried to make the securities sold to the small investor as risk- 
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less as possible .. . confined to Series E bonds which are nonnegotiable, 
payable on demand, and hence are guaranteed against fluctuations in 
market values. 

The fixing of a definite term on securities sold to small investors by no 
means insures that they will be held by these investors for the full term, 
. . . There is one important occasion upon which marketable securities 
would be sold, but redeemable securities would not be redeemed—that is, 
the fear of a decline in price, from which the nonnegotiable securities are 
immune. .. . 

It may appear that while the Treasury should be properly concerned 
with redemptions, it should not be concerned with market sales, since it 
must meet the redemptions out of its own pocket; while the market sales 
will be taken up by somebody else. This type of reasoning would suffice 
for a private borrower, but it is entirely inadequate for the Treasury since 
it overlooks the real problem which the holdings of Government securi¬ 
ties—whether redeemable or marketable—by small investors will present 
in the postwar period. 

At the end of 1943, money in circulation in the United States 
exceeded $20,000,000,000, the first time in history. 

1944 During the calendar year the United States again used its 
industrial and agricultural resources at record capacity to support 
the armed forces of this country and her Allies. Wartime controls 
over material, consumption, wages, and prices continued in effect 
and were successful in preventing vital shortages and rapid price 
advances. The cost of living showed little change during the year. 
Both individuals and businesses continued to have incomes far in 
excess of expenditures and to accumulate large amounts of liquid 
assets in the form of currency, bank deposits, and United States 
Government securities. 

The year’s outlays by the Federal Government were $96,000,- 
000,000, compared with $90,000,000,000 in 1943 and $9,000,000,- 
000 in 1939, the last year before the war. In 1944, as in the previous 
year, about 94% of the outlays were for war purposes. Total ex¬ 
penditures, together with an increase of $10,000,000,000 in the 
Treasury’s cash balance, were financed to the extent of $44,000,- 
000,000 out of tax revenue and other Treasury receipts, $37,000,- 
000,000 by borrowing individual and corporate savings, and 
$25,000,000,000 by borrowing from banks. The amoimt obtained 
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by borrowing from banks was about the same during 1944 as dur¬ 
ing 1943 and 1942, but it was 24% of the total funds raised, com¬ 
pared with 37% in 1942. 

The Federal Reserve authorities pursued the policy inaugurated 
shortly after the outbreak of the war of keeping banks supplied 
with sufficient funds to buy such Government securities as were 
not sold to other investors. In doing this the Reserve Banks added 
$7,000,000,000 to their holdings of Government securities, and in 
addition made advances to member banks, which at one time dur¬ 
ing the year exceeded half a billion dollars. 

War expenditures by the Government totaled $91,000,000,000 
in 1944, compared with $85,000,000,000 in 1943. 

Government receipts increased by $4,000,000,000 more than the 
increase in expenditures. The largest part of this increase was in 
income taxes and reflected the higher level of corporate and indi¬ 
vidual incomes. The public debt increased by $62,000,000,000, of 
which $10,000,000,000 was added to the Treasury’s cash balance. 
The Treasury’s cash balance closed the year at an all-time high of 
$ 22 , 000 , 000 , 000 . 

It had been the policy of the Government from the beginning 
of the war to sell the largest practicable amount of new securities 
to investors other than commercial banks. Sales of United States 
Government securities during the three drives totaled $59,000,- 
000,000. In the aggregate, nonbank investors increased their hold¬ 
ings Tby $37,000,000,000. This amounted to 59% of the mcrease in 
the public debt. 

Individuals, partnerships, and personal trust accounts ac¬ 
counted for about 40% of the increase in nonbank holdings. In¬ 
surance companies, mutual savings banks, and Government agen¬ 
cies and trust funds accormted for about 30% of the increase in 
nonbank holdings and nonfinancial corporations for about 20%. 
The remainder of the increase in nonbank holdings was distributed 
amonjg State and local governments, dealers and brokers, foreign 
investors, and savings and loan associations. 

Commercial banks and the Federal Reserve Banks increased 
their holdings of Government securities by $25,000,000,000. Of 
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this total, commercial banks acquired $18,000,000,000, for the 
most part in the open market. These banks were excluded from the 
war loan drives, except that they were permitted to subscribe for a 
limited amount, proportionate to their time deposits of such long¬ 
term, higher-rate securities as were made available in the drives 
for purchases by savings institutions. Banks acquired additional 
Government securities, however, through bids for the regular 
weekly offerings of Treasury bills and through purchases of out¬ 
standing securities. 

The increase in Federal Reserve holdings was in Treasury bills, 
certificates, and short-term Treasury notes. Federal Reserve hold¬ 
ings of bonds declined, as sales were made in the interest of market 
stability at times of strong demand for these securities. The Fed¬ 
eral Reserve made no direct purchases of special short-term certifi¬ 
cates from the Treasury during the year. 

Yields on Government securities were steady throughout the 
year. The rate on three-month Treasury bills remained at 
and the yield on long-term Treasury bonds at 

National income in 1944 increased by $11,000,000,000 to 
$161,000,000,000. In 1944 the American people received nearly 
$14,000,000,000 more in income payments than in 1943. 

At the year-end, over 11,900,000 were in the armed forces and 
of these over 7,000,000 were overseas or on sea duty. Unemploy¬ 
ment toward the end of the year was less than 700,000. 

« 

During 1944 the net savings of individuals amounted to 
about $40,000,000,000. The greater part of total wartime sav¬ 
ings has gone into Government securities, bank deposits, and 
currency. 

Of the total increase in individual and business holdings of 
liquid assets during 1944, 27% was in the form of currency and 
demand deposits and 73% in the form of time deposits and 
United States Government securities. 

Deposits and currency in circulation increased by $28,000,000,- 
000 to a level of $151,000,000,000 at the year-end. 

Total loans of commercial banks were about $2,500,000,000 
larger at the end of 1944 than at the beginning. Substantially all of 
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this change was accounted for by loans for purchasing and carry¬ 
ing United States Government securities, which increased during 
the war loan drives and decreased between drives. 

The Secretary reported that by the beginning of the fiscal year 
^1944 the annual rate of war expenditures had nearly stabilized, 
as the nation approached its effective production. 

For the fiscal years 1940 through 1945, total Government ex¬ 
penditures, exclusive of debt retirements and trust funds, were: 

1940— $ 9,300,000,000 

1941— 13,800,000,000 

1942— 34,200,000,000 

1943— 79,700,000,000 

1944— 95,300,000,000 

1945— 99,700,000,000 (estimated) 

The annual rate of Federal receipts during the fiscal year cov¬ 
ered somewhat less than half of total expenditures. The fiscal year 
1944 was the first since 1937 in which collections of the individual 
income tax exceeded those from the corporation income and ex¬ 
cess profits taxes. Individual income tax collections were $18,300,- 
000,000 in the 1944 fiscal year. Collection of total corporation in¬ 
come and excess profits taxes amounted to $14,800,000,000. Re¬ 
ceipts from sources other than income and excess profits taxes 
amounted to $10,800,000,000. 

War expenditures of $87,000,000,000 again were unprecedented. 
The figures on war expenditures do not include disbursements by 
the Reconstruction Finance Corporation and its affiliates from 
July 1 , 1940, through June 30, 1944, which amounted to nearly 
$15,100,000,000. 

The fiscal year-end net budgetary deficit was $49,595,000,000. 

The Public Debt Act, approved June 9, 1944, increased from 
$210,000,000,000 to $260,000,000,000 the amount of obligations 
authorized to be outstanding at any one time. 

The gross public debt, on June 30, amounted to $201,003,000,- 
000 , an increase of $64,307,000,000 during the fiscal year. Financ¬ 
ing operations included two complete war loan drives (the Third and 
Fourth War Loans) and the major portion of the Fifth War Loan. 
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Secretary Morgenthau stated: 

I still believe that it would be better for the economy of the United 
States and fairer to the men in the armed forces if a larger portion of the 
current cost of the war were paid for by taxation. Congress has decided 
otherwise, however; and there appears to be little likelihood of a sub¬ 
stantial upward revision in our tax system during the continuance of the 
present conflict. 

The experience of the past three years has shown us that with the aid 
of suitable controls and, with the continued cooperation of the people 
with the stabilization program, inflation can and will be avoided through¬ 
out the rest of the war period and during the postwar adjustment. 

Federal receipts from taxation have increased eight-fold since 1940. 
The major proportion of the remaining excess money incomes has 
been invested in war bonds or retained unspent as liquid savings. 
The direct controls over consumption and prices—rationing, alloca¬ 
tions, price ceilings, etc.—have prevented the cumulation of cost and 
price increases. ^ 

The gross national product has tended to stabilize at about $200,000,- 
000,000, apparently reflecting the approach to our effective wartime 
productive capacity. A large increase in currency and bank deposits was 
required by the doubling of the gross national product, and this necessary 
increase in money supply could be furnished only by a substantial ab¬ 
sorption of debt by the banking system. 

A strong tax system must be maintained, for postwar expenditures will 
be far higher than prewar expenditures and we should plan to reduce the 
debt as rapidly as economic considerations permit. 

It is certain that the present war will leave the United States with a 
large public debt. There is no question of the ability of the country to 
service this debt. Estimated expenditures for interest on the debt for the 
next fiscal year amount to less than 2% of the anticipated gross national 
product for the same period. The present computed interest rate of 
1.93% will tend to simplify debt management’in the postwar period. 
Production will probably be at a lower level and the debt will certainly be 
somewhat larger after the war than now. 

Borrowing during the war period has been carried on with a constant 
eye to the transitional and postwar effects of the types of securities offered 
and the classes of investors appealed to. The Treasury has so diversified 
its offerings of securities as to provide a security adapted to the require¬ 
ments of each major class of investors. Long-term marketable bonds have 
been sold principally to insurance companies and savings banks. Com¬ 
mercial banks have been offered more liquid marketable obligations hav¬ 
ing terms of ten years or less. One-year certificates of indebtedness, and 
Treasury savings notes having a maturity of three years, but redeemable 
at the owners’ option after six months, have been especially attractive 
for the investment of temporary accumulations of business concerns. The 
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principal emphasis in sales of securities to individuals has been upon 
Series E Savings bonds, which have a maturity of ten years but which 
are redeemable at the owners’ demand after sixty days. 

The adaptation of the securities offered to the particular needs of dif¬ 
ferent classes of investors, taken in conjunction with appropriate open 
market policy, obviates the possibility of a disorderly liquidation of 
securities through the market, such as might have occurred had a single 
type of marketable security been issued to all. The refinancing of these 
obligations, to the extent that a net reduction in the debt is not possible, 
can be conducted in an orderly manner by the sale of new Treasury se¬ 
curities adapted to market conditions at the time. Thus one factor of 
economic instability, the demoralization of the security markets, will be 
eliminated. 

The same circumstances which have made it advisable to concentrate 
a large proportion of the wartime debt in securities of short maturity will 
continue in time of peace. The funding of a major portion of the short¬ 
term debt into longer-term securities would serve merely to increase the 
interest cost to the Government and to shift the risk of future changes in 
interest rates from the Government to private investors. I see no need 
for any large scale refunding of short-term Government securities into 
long-term ones during the transition or postwar periods. 

During the past year further steps have been taken to assure co¬ 
operation among the United Nations in dealing with international 
monetary and financial problems after the war. ... In May 1944, Pres¬ 
ident Roosevelt called the United Nations Monetary and Financial 
Conference, which was held at Bretton Woods, N. H., in July. The 
Conference prepared articles of agreement for an international mon¬ 
etary fund and an international bank for reconstruction and develop¬ 
ment for sut)mission to the participating governments. World prosper¬ 
ity and world peace will depend in large measure upon the existence of 
a high level of balanced international trade in the postwar period. All 
nations are economically dependent upon one another, both as consum¬ 
ers and as producers. 

In addition to the official reports, other developments through¬ 
out the calendar year which concerned the investing public were 
mirrored in the bond market. Wartime emotions were blended 
with everybody’s thoughts about every subject which directly or 
indirectly involved the mounting debt, expenditures and taxes. 
That the Allies would ultimately win the war there were no 
doubters. Our national debt was approaching one-quarter of a 
trillion dollars. The question was, "‘How is the Government going 
to redeem the debt.^” 
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In his Budget Message to Congress in January 1944, President 
Roosevelt stated: 

By June 30,1944, the public debt is expected to reach $198,000,000,000, 
and a year later $258,000,000,000. . . . Over fifty million subscribers to 
war bonds now own a direct financial stake in the United States. More 
than a third of all the resources of life insurance companies and mutual 
savings banks and half of all the assets of commercial banks consist of 
Government bonds. These individual investors, as well as bank depositors, 
and insurance policyholders, can count upon the soundness of these assets. 

Notable current observations were: 

Investors needed no coaching that when they invest in the Govern¬ 
ment's promises to pay, they invest in the future taxing power of the 
Government. We have been mortgaging the future and are piling up 
charges which cannot possibly be paid until real wealth begins again to 
be saved, and sufficient taxable revenue produced to reduce the debt. 

Taxation for war needs sensitized the conscience of the people. The war 
cause received a universal response. By contrast, taxation for social 
reformation, when one man’s sacrifice becomes another man’s dole, was 
regarded as stifling to economic progress. 

Thrifty people recognized that sociological schemes financed by taxes 
transfer wealth from productive citizens to less productive citizens until 
pauperized citizens, instead of helping themselves, expect the Government 
to take care of them. When industry is deprived by taxation of a reward 
it merits, the incentive to risk venture capital in industry vanishes. 

During the year two major tax measures became law. The 
Revenue Act of 1943, which was enacted on FebruarJ’ 25, 1944, 
over the President's veto, provided an estimated $2,200,000,000 in 
additional revenue annually. The excess profits tax rate was raised 
from 90% to 95%, with the 80% overall limitation retained. The 
Individual Income Tax Act of 1944, which was approved May 24, 
revised filing procedures and simplified the method of tax compu¬ 
tation to increase the exactness of withholding. It reduced the 
normal tax rate from 6% to 3%, on net income in excess of $500, 
and combined the normal tax and the surtax into a new surtax 
with rates ranging from 20% on the first $2,000 of surtax net in¬ 
come to 91% on the portion of surtax net income over $200,000. 

The Chairman of the Federal Reserve Board stated: 

Our tax effort so far has been entirely inadequate in relationship to our 
huge wartime expenditures and it has lagged far behind that of our Allies. 
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A family man with an income of $5,000 pays $754 income taxes in 
the United States (including State income tax at the rate paid in New 
York State), as against $1,655 in the United Kingdom or $1,747 in 
Canada. 

The huge amount of purchasing power held by the public ... is the 
result of our heavy reliance upon borrowing in the financing of our war 
expenditures, and, in particular, upon borrowing from the banks. 

The possibilities of postwar inflation concerned the public. The 
debt cannot be managed during the postwar years without having 
a thoroughly adequate tax system. The nation must always have a 
reserve borrowing power to meet any future emergency, so it must 
maintain a fiscally adequate tax system equal to the emergencies 
to be met. 

R. C. LejBngwell (former Assistant Secretary of the Treasury, 
1917*~1920), commented: 

After the war we must find markets for our surplus production. We are 
geared to produce far more than we ourselves can consume. We produced 
more than we' ourselves could consume during the first World War and 
again in the 19^0s, and we lent money to pay for the surplus to foreign 
governments, municipalities and corporations. Many of the loans are in 
default. We were capable of producing more than we could consume in 
the 1930s, but the outer world could hot find the means of payment for 
them and our exports fell off. For this reason, among others, we bogged 
down into a depression which lasted imtil the second World War. Then 
war demand for our surplus production arose, and was financed first by 
British sales of investments and later by lend-lease. 

We cannot have prosperity and reasonably full employment after this 
war unless our vastly war stimulated capacity for production finds an 
outlet. We must be able to sell goods abroad in greater quantity than 
ever before in peace—in spite of being a creditor nation. To do so we 
must buy as well as sell goods and services, and make foreign loans and 
investments. 

According to oflScial statements, the introduction of lend-lease 
operations in 1941 opened up a completely new phase of interna- 
tiqpal fibnance. The rapidly mounting volume of war exports was 
handled by simple bookkeeping operations. From the begin n ing of. 
the program through June 1944, more than $28,000,000,000 of 
lend-lease assistance has been granted to the countries that are 
helping us fi^ht the war. Over $21,000,000,000 of this is reflected in 
our merchandise export trade. 
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At the heginning of the United States defense program, June 
1940, our national debt was about $43,000,000,000; in the follow¬ 
ing four years (to June 30, 1944) it was increased to over $200,- 
000,000,000. The percentage of “demand” debt of the Govern¬ 
ment in June was calculated at about 40% of the total debt. For 
the first time the aggregate national debt exceeded the country’s 
national income of approximately $161,000,000,000. 

The Fourth War Loan campaign began in January 1944 and 
continued tiirough February. The goal was $14,000,000,000. Its 
organization was essentially similar to that of the Third War Loan. 
Again the drive was directed exclusively to nonbank subscribers. 
The Treasury requested banking institutions to decline to make 
loans to finance speculative purchases, but only to make loans to 
facilitate permanent investment in Government securities. The 
public was requested to refrain from subscribing for the purpose 
of subsequent resale m the market. ^ 

After the passage of the revenue act in February which in¬ 
creased the excess profits tax to 95%, there was a renewed demand 
for the so-called partially tax-exempt bonds. Municipal bonds also 
moved to new high price levels. 

In a single large-scale operation, on March 15, the Treasury re¬ 
funded $4,729,000,000 outstanding notes and bonds which became 
due or callable on March 15 and June 15. The refunding involved 
two issues of Treasury notes and one issue of Treasury bonds 
(3)4s of 1944-46), and four septate guaranteed issues. Three is¬ 
sues were offered in exchange consisting of reopenings of the 2J4s 
of 1956-59 and the 23^s of 1965-70, offered in the Fourth War 
Loan, and a new 1J4% Treasury note due September 15, 1948. 
Holders other than commercial banks were permitted to exchange 
into any of the three securities available, and the commercial 
banks were permitted to exchange only into the notes. • 

The Government security market showed no reaction to the 
D-Day European invasion by the Allies (Jime 6, 1944), nor to 
the launching of the Fifth War Loan (June 12, 1944). , 

For the Fifth War Loan, quotas were prescribed for sales in all 
States. The goal was for $16,000,000,000. For theE, F and G Sav- 
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ings bonds the quotas were based on estimated income payments 
to individuals, and for other marketable securities quotas were 
based upon assets of insurance companies; assets and growth in 
assets of mutual savings banks, and estimated bank deposits of 
corporations. Bond dealers and brokers were asked to limit their 
subscriptions to the amount they would be able to retail to 
customers other than commercial banks after the drive closed and 
were requested to discourage ^eculative purchases during the 
drive, in order to avoid unnecessary redistribution following the 
drive. Dealers were not allowed to sell their allotments of the 
marketable issues to commercial banks when open market trading 
began. However, dealers then could sell to commercial banks ac¬ 
quisitions purchased from other sources. The obvious purpose was 
to market them outside of the banking system. More individuals 
bought bonds than in any previous loan. Secretary Morgenthau 
commented: “A magnificent job has been done by the great army 
of volunteer workers.” 

The contribution to war financing by the banks was indicated 
by the estimate that over one-third of the sum raised hy sales in 
the Fifth War Loan was financed by temporary bank credit. 
Recognition of the profitableness to banks of a Treasxuy credit as a 
War Loan Account stimulated the banks’ efforts to obtain sub¬ 
scriptions from corporations. 

Open market transactions began July 10, with initial quotations 
at premium prices exceeding predictions. The 2% bonds and 
notes ranged from 100%2 to 100 *% 2 , with a yield of .81% 
for J^% certificates. 

Secretary Morgenthau defended the policy by which the Gov¬ 
ernment had financed the war mainly by floating securities of short 
maturities: 

We tried to avoid the mistakes of the last war. At that time we loaded 
up corporations and banks with long-term bonds that later sold as low as 
seventy-eight cents on the dollar. This time corporations that need their 
money after the war to finance production can have it at once. K there is 
any loss to be taken, the Government will take it. , 

There is no prospect of an upturn in interest rates for a long time. The 
large volume of savings will hold the rates down. 
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Treasury financing for the period betwe'en the Fifth and Sixth 
War Loans was done by means of Treasury notes, certificates of 
indebtedness and Treasury bills. 

In September 1944, the Secretary annoimced the Sixth War Loan 
would start on November 20 and run through December 16, the 
goal being $14,000,000,000. With a plethora of unemployed funds 
and the subscriptions from commercial banks being limited, the 
loan was destined to be an outstanding success. Banking institu¬ 
tions were again requested to decline to make speculative loans for 
the purchase of the securities and not to make loans for the pur¬ 
pose of acquiring the securities later for their own account. 

During the Sixth War Loan drive banks endeavored to increase 
their war loan deposits by obtaining the subscriptions of corpora¬ 
tions. As a return favor, banks offered to pay prices above the 
market for other Government securities Vhich the corporations 
intended to liquidate. This practice was stopped by the Secre¬ 
tary’s criticism so that the customary location of funds for sub¬ 
scriptions to the Seventh War Loan would not be shifted. 

Toward the end of the drive, banks and corporations schooled in 
market practice sold certificates of indebtedness to take the 
premium profit and resubscribe at par for the new certificates 
offered in the Sixth War Loan drive. 

In October, the Secretary contributed his reassuring picture: 

About 85,000,000 individual Americans have bought bonds of their 
Government. 

If prices during this war had risen as sharply as in World War I, there 
would have been approximately a $70,000,000,000 merease in Govern¬ 
ment costs. 

The average interest cost has been only 1^% on the wartime increase 
in the public debt. This contrasts with for World War I. The re¬ 
sulting interest savmg approximates $4,000,000,000 a year. . . . 

Moreover, the interest on all securities sold during the war has been 
fully taxable while the issues marketed during World War I were all 
either wholly or partially tax-exempt. . . . Further through removal of 
tax-exemption, aU purchasers of Government securities are taxed their 
share of the war cost in proportion to their ability to pay. This has re¬ 
sulted in^ a further net saving to the Treasury amounting to several 
himdred million dollars a year. . . . 

I do not anticipate a rise in interest rates in the foreseeable future. . . . 



Lower Rates for Treasury Offerings Anticipated 323 

Therefore ... we shall be able to refund our obligations, as they come 
due, at rates comparable to those now prevailing. Thus, the saving to the 
Treasury will continue over a long period of years. . . . The continuance 
of low interest rates will provide a stimulus to the national economy in 
the postwar period. ... I do not see any need for a wholesale postwar 
funding of the public debt into long-term bonds. 

The banking system of the country is in a position of unparalleled 
liquidity. . . . Net profits of all member banks of the Federal Reserve 
System last year were back at almost exactly the all-time high level of 
1929. 

A psychological market factor was the British Government’s 
temporary discontinuance in November of the sale of 8-10 year 
2H% National War bonds and a substituted offering of approxi¬ 
mately 5-year 1%% registered Exchequer bonds. The significance 
to American investors of Britain’s lowered rate for Government 
borrowings was that our Treasury also could resort to low^r rates 
of interest. The British 1^% bonds were offered “on tap” for a 
few months only, at par. Subscriptions exceeded expectations. 
British investors recognized that the power of a cheap money 
policy and its influence in support of prices was a master key 
which would likely continue after the war. 

On November 20, the Treasury offered holders of Treasury 4s of 
1944-54, called for redemption on December 15, 1944, an op¬ 
portunity to exchange their holdings into three of the securities 
offered in the Sixth War loan; namely. Treasury notes due 
September 15, 1947, Treasury 2s of December 15, 1952-54, and 
Treasury 23^s of 1966-71. Commercial banks were limited as to 
their holdings of the 2J4% bonds prior to December 1, 1954. 

Following .the closing of the books for the Sixth War Loan, the 
market opened for trading on December 18, at which time com¬ 
mercial banks were free to buy for their portfolios. All the new 
issues were quoted at premium prices. The 2% bonds were quoted 
at %2 premium and the long-term 2J4% bonds at %% premium. 
Similarly, all the outstanding long-term 2J4% bonds advanced 
to premiums above their customary levels. , 

, Extremists entertained ideas, and ventured to ventilate them, 
that the Treasury should issue to banks noninterest-bearing se¬ 
curities, without a definite maturity. That savored of compulsory 
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finance and inspired the rebuttal—“Boasting betrays one; when a 
man boasts he can drive a mule easily, it’s apparent that he ain’t 
no mule driver.” 

x4t the calendar year-end United States money in circulation, out¬ 
side the Treasury, totaled $25,307,152,635, or $182.45 per capita of 
138,710,000 population. Of that total, $1,610,878,065 was silver 
certificates and $21,481,000,000 was Federal Reserve notes. The 
Federal Reserve Banks held $2,815,000,000 gold certificates. 

On December 27, the Federal Reserve Banks owned $11,520,- 
617,000 Treasury bills, which was approximately 70% of the 
$16,423,000,000 then outstanding. 

Federal taxation exceeded $45,000,000,000 in 1944, while total 
taxation by State and local governments was less than $10,000,- 
000,000. 

According to the War Production Board, the “United States in 
1944 produced 45% of all the weapons and munitions turned out 
by both the Allied and Axis nations.” 

The report of the Federal Deposit Insurance Corporation made 
adverse comment upon Government proposals to guarantee loans 
made by private banks in financing private peacetime business. It 
declared that adequate private resources now exist for financing 
business enterprise and if the private enterprise system is to sur¬ 
vive, the financing of industry for peacetime pursuits should not 
be undertaken as a governmental function except in periods of 
emergency. 

At the end of 1944, prophecies for the defeat of Japan ranged 
from six months to one and one-half years. Reconversion of 
industry from war operations to peacetime conditions appeared 
dependent upon the duration of the war arid the economic 
programs to be adopted by the Government. The future 
course of the public welfare and national debt remained to be 
charted by political policies and economic developments; mean¬ 
while, warfare chiefly concerned the people. As phrased by Premier 
Churchill, we face “A riddle wrapped in mystery inside an 
enigma.... The dawn is breaking but we do not yet know what to 
do with the day.” 
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1945 In their Annual Report dated June 14, 1946, the Board 
of Governors of the Federal Reserve System recounted a general 
appraisal of the war’s effects upon the country’s monetary situa¬ 
tion, viewed from the standpoint of the responsibilities placed upon 
the System, and the System’s statutory powers to discharge these 
responsibilities: 

Between June SO, 1940, on the eve of the defense program, and the end 
of 1945, the Government raised approximately $380,000,000,000. Of this, 
$153,000,000,000 came from taxes, or about 40%. The remainder, $2£8,- 
000 ,000,000, or about 60%, was raised by borrowing, that is, by increas¬ 
ing the public debt. Of the total borrowed, $133,000,000,000, or about 
60% of the borrowing, came from selling Government securities to in¬ 
vestors other than commercial banks and the Federal Reserve Banks. 
Approximately $95,000,000,000, or 40% of the borrowing, was raised by 
selling Government securities to the commercial banking system. 

Borrowing from the banking system, whether by Government or by 
others, creates an equivalent addition to the country’s monetary supply. 
Borrowing from individuals, business concerns, insurance companies, or 
other sources, except the banking system, represents the investment of 
existing savings. To the extent that the Government did not finance its 
war program by taxation, it was obliged to borrow, and to the extent that 
it did not borrow from nonbank investors, it relied upon the banks and 
thus created new supplies of money. 

As a consequence, the country’s money supply, as measured by de¬ 
mand deposits and currency in circulation, more than tripled, increasing 
from $40,000,000,000 in June 1940 to $127,000,000,000 at the end of 1945, 
Time deposits nearly doubled in the same period and now amount to 
about $50,000,000,000. In addition, the general public (exclusive of banks. 
Government trust funds, insurance companies, and other financial insti¬ 
tutions) has about $100,000,000,000 of Government securities, eight times 
a*s much as in June of 1940. 

The extent to which fimds available to the public, including business, 
will compete for the existing supply of goods and services depends, 
among other things, upon the continuance and effectiveness of price con¬ 
trols, upon credit restraints and other devices for dealing with inflation¬ 
ary effects, and upon public psychology and behavior. Public confidence 
that the purchasing power of savings and current earnings will be main¬ 
tained depends primarily on the determination of Congress and of ad¬ 
ministrative officials to hold inflationary forces in check and to. reduce 
them, wherever possible, until the country’s unrivaled capacity to pro¬ 
duce has had every opportunity to bring about a reasonable balance be¬ 
tween the factors of supply and demand. Inflationary dangers exist when 
the supply of money in the hands of people who seek to spend it greatly 
exceeds the volume of goods and services available. 



S'26 Concerning Z7. S. Government Securities 

The Government has been reversing its creation of money by drawing 
on its surplus cash balance to pay off Government debt, primarily that 
held by the banks. However, if the policy of paying off Government debt 
is to continue, as it should until such time as deflationary and not infla¬ 
tionary pressures threaten economic stability, it will be essential to have 
not only a balanced budget but as great a surplus of receipts over expend¬ 
itures as is possible without neglecting necessary governmental functions. 
Accordingly, further general reduction of taxes should be avoided and 
prudent economy should be effected in governmental operations. 

Black markets, inventory accumulation, speculation, particularly in 
fields not covered by price controls, such as securities and real estate, are 
the customary symptoms of an inflationary spiral, which can end only in 
collapse and deflation. ^\Tien that stage is reached, diminished incomes 
cause a sharp decline in Government revenues, leading to an unbalanced 
budget and a deficit which has to be financed chiefly by creation of more 
bank credit. It is this chain of causation that has to be prevented, first of 
all, by full and sustained production, and, second, by having the Govern¬ 
ment discontinue its creation of bank credit and reduce as rapidly as 
possible its debt. 

At present the country’s central banking mechanism lacks appropriate 
means, that may be needed, to restrain unnecessary creation of bank 
credit through continued acquisition of Government or other securities 
by the commercial banks. So long as the Government is able, whether 
out of its surplus cash balance as at present, or out of a future budgetary 
surplus, to pay off its debt held by the commercial banking system, a re¬ 
straining influence is exerted. 

Nevertheless this restraint may not sufiSce because of circumstances 
which are the heritage of war financing. One of these is the Reserve 
Board’s assurance to the Treasury that the rate of %% on one-year 
certificates will be maintained, if necessary, through open market opera¬ 
tions. This means in practice that the Federal Reserve stands ready to 
purchase short-term Government securities in the open market in order 
to prevent short-term interest rates from rising above the level the Gov¬ 
ernment is now paying. 

This policy makes it possible, in the absence of effective restraints, for 
commercial banks to sell short-term, lower-yield Government securities 
to the Reserve System and thus acquire reserves. To the extent that com¬ 
mercial banks use these reserves either for their own account or in loans 
to customers, for the purpose of purchasing longer-term, higher-yield 
Government bonds or other securities, the money supply can thereby be 
increased irrespective of national monetary policy. 

There remain outside of the banks approximately $£0,000,000,000 of 
Treasury bonds which are eligible for bank purchase. An additional 
$34,000,000,000, now ineligible for banks to purchase, will become eli¬ 
gible during the next fifteen years. Thus, even though the Federahbudget 
is balanced and Government debt continues to be paid down, there will be 
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some $55,000,000,000 of Treasury bonds that could be acquired by the 
commercial banks in the absence of effective restraint. 

It is this possible further monetization of the public debt which may 
need to be subjected to more definite restraint if monetary policy is to be 
effective and if the commercial banks themselves are not to induce a fur¬ 
ther lowering of the interest rate structure. Such continued, uncontrolled 
monetization of the debt and the consequent decline in interest rates would 
further accentuate speculative inflationary forces in all capital assets. 

Continued declines in the rate structure bear most adversely upon the 
many millions of the country’s savers, upon insurance companies, sav¬ 
ings banks, endowments, trust funds, and pensions. 

Instead of a further monetization of the debt by the commercial bank¬ 
ing system, public policy at this time would be well served if the banks 
were to sell some of their longer-term holdings to nonbank investors and 
if bank holdings of the debt were more concentrated in short-term securi¬ 
ties which bear low rates of interest. 

There can be no assurance that the process of shifting from the shorter- 
term to the longer-term Government securities will be discontinued un¬ 
less the shorter-term rates should rise to the point where the shifting 
would no longer be profitable—and this would be imdesirable because it 
would increase the cost to the Government of carrying the public debt. 
Unless some adequate restraint coiild be exercised as to the amount and 
kind of Government securities that commercial banks may hold in rela¬ 
tion to their demand deposits, the issuance of additional long-term secu¬ 
rities to the market could result in a continued monetization of the debt, 
even though the securities were made ineligible for bank purchase. For 
there would be nothing to prevent the sale of existing eligible securities 
to the banks and the use of the proceeds to purchase the new issues. 

The Federal public debt at the end of 1945 had reached $280,000,000,- 
000. Interest on the debt rose to $3,600,000,000 for the fiscal year 1945 
and, according to budget estimates, it will be $4,800,000,000 for the fiscal 
year 1946 and $5,000,000,000 for the fiscal year 1947. In view of the large 
amount of short-term debt that will need to be refunded in the next few 
years, each full percentage point of increase in the level of interest rates 
would add up to a billion dollars a year to the nation’s tax bill. 

Proposals, therefore, for increasing interest rates, as an anti-inflation¬ 
ary influence, raise more formidable questions affecting the Federal 
budget, the levels of taxation, and the amounts paid on the debt to the 
banking system than was the case only a few years ago. 

Another proposal, which has been more frequently advocated, is that 
the Reserve System discontinue its policy of maintaining the %% rate 
on Treasury certificates, and that open market operations be directed 
only towards maintaining the. rate of 2J4% on the longest term bonds. 
This suggestion contemplates that the short-term rate would rise to a 
point close enough to the long-term rate to discourage commercial banks 
from selling short-term securities to the Reserve System and purchasing 
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the long-term securities in the market. It is contended that an increase 
in the short-term rate from to as high as 1M% would increase the * 
cost of carrying the public debt by an estimated $200,000,000 and that 
this would be a small price to pay in combating inflationary dangers. 
However, there is no assurance that this much of an increase in the short¬ 
term rate would stop further debt monetization and even less reason to 
suppose that it would be of value in combating inflationary dangers which 
have arisen from two primary causes, neither of which would be cor¬ 
rected by higher rates. One cause is the volume of money already created, 
which cannot be rapidly reduced. The other, and by far the most impor¬ 
tant basic cause, is the insufficiency of production as yet in relation to the 
existing money supply. 

A major consequence in attempting to deal with the problem of debt 
monetization by increa,sing the general level of interest rates would be a 
fall in the market values of outstanding Government securities. These 
price declines would create difficult market problems for the Treasury in 
refunding its maturing and called securities. If the price declines were 
sharp they could have highly unfavorable repercussions on the function- 
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ing of financial institutions and if carried far enough might even weaken 
public confidence in such institutions. 

The Board, therefore, does not believe that the problem could be met 
by voluntary agreement among 14,000 commercial banks or that it could 
be dealt with effectively by increased interest rates unless they were so 
high as to be a deterrent to necessary production, apart from the serious 
consequences to the Government security market. 

What alternatives remain for preventing further debt monetization? 
One measure would be to empower the Board of Governors to place a 
maximum on the amounts of long-term marketable securities, both pub¬ 
lic and private, that any commercial bank may hold against its net de¬ 
mand deposits. It would not restrict the banks’ ability to make loans or 
to purchase long-term securities against savings deposits. It would re¬ 
duce, however, the existing inducement to sell short-term securities to 
the Reserve System, thus creating additional reserves, in order to pur¬ 
chase higher-yielding, long-term issues. 

Another measure would be to empower the Board of Governors to re- 
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quire all commercial banks to hold a specified percentage of Treasury bills 
and certificates as secondary reserves against their net demand deposits. 

Some administrative flexibility should be authorized in connection 
with either of these measures in order to meet differences among banks 
as well as to adjust to the changing needs of the economy for bank credit 
expansion or contraction. 

A further possibility would be to grant additional power to the Board 
to raise reserve requirements within some specified limit against net de¬ 
mand deposits. Adoption of this measure would strengthen the capacity 
of the Federal Reserve to prevent bank credit expansion on the basis of 
additional reserves obtained through gold imports or return flows of cur¬ 
rency from circulation. 

With the rapid decline in Government expenditures following the end 
of hostilities, the monetary situation has undergone a radical change. No 
further increase in the public debt is expected. There is, consequently, 
no need for the Treasury to sell additional securities to the banks. 

Some of the forces that contributed to credit expansion and the conse- 

MEMBER BANK HOLDINGS OF U. S. GOVERNMENT SECURITIES 
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quent decline in long-term interest rates during the war no longer exist 
or are less influential. Utilization by the Treasury of its large cash bal¬ 
ance to retire debt is resulting in a reversal of wartime tendencies. Bank 
holdings of Government securities are contracting, and retirement of 
Federal Reserve holdings tends to reduce bank reserves. Discontinuance 
of the preferential discount rate on advances secured by short-term Gov¬ 
ernment securities by the Federal Reserve Banks discourages borrowings 
by member banks to hold Government securities or to make loans on 
such securities. 

Continued retirement of Government securities held by banks would 
further decrease the volume of bank credit and bank deposits. 

By an Act of Congress, approved June 12, 1945, the reserve 
requirements of Federal Reserve Banks were reduced to a uniform 
amount of 25% in gold certificates against Federal Reserve notes 
and an equal amount against deposit liabilities. The act also ex- 

.RESERVE RATIO OF TWELVE FEDERAL RESERVE BANKS (Combined) 

1933-1945 

Monthly Averages of Daily Figures 



Source: Board of Governors, Federal Reserve System, and Federal Reserve Bank of New York. 

The Act of Congress, June 12,1945, pended the P^eral Reserve Act by lowering the percentage of reserves 
which Federal Reserve Banks are required to maintain againrt their notes in circi^tion and agmnst their de¬ 
posits. Formerly, they maintained 40% in gold certificates against notes in circulation, and S5% in gold certifi¬ 
cates or lawful money against deposits. The amendment established a uniform requirement of 25% reserve in 
gold certificates on^, against notes and deposits alike. 

After the United States entered the war, with the reversal of the gold fiow, total reserves of the Reserve Banks 
fell gradually from about $21,000,000,000 at the end of 1941 to about $18,000,000,000 July, 1945. 
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tended indefinitely the authority for the use of direct obligations 
of the United States as collateral security for Federal Reserve 
notes and terminated the authority of the Federal Reserve Banks 
to issue Federal Reserve Bank notes. In addition, the authority of 
the President and the Secretary of the Treasury with respect to 
the issuance of United States notes under the Thomas Amend¬ 
ment of May 12, 1933, was terminated. 

On July 21,1945, Secretary Morgenthau {retiring) issued a Sum¬ 
mary Report covering the period in which he had been in ofl&ce. 

He stated, in part: 

It seems fitting that I should give an accounting of the last fiscal year 
under my stewardship. Actually, most operations of the Department are 
not rigidly partitioned into fiscal years, but are affected by developing 
conditions and policies. Therefore, this accounting deals broadly with the 
period since January 1934, the date on which I assumed the Secretaryship. 

Taxation 

Treasury tax policy in the past twelve years has been guided by the 
rapidly changing needs of the nation in depression, recovery, defense, 
and war. The important repercussions of taxes throughout our social and 
economic structure make it vital that our tax policy and our tax system 
be responsive to social and economic change. The Treasury has continu¬ 
ally sought to adapt the tax system to fit the needs of the times. It will be 
necessary to adapt revision of the tax system to postwar conditions. 

Through the Revenue Acts of 1934, 1935 and 1936, we lowered the 
effective rates of taxation on small individual and corporation incomes, 
but we raised the rates of income tax on those best able to pay them. 

The 1936 Act employed the undistributed profits tax to cut down the 
avoidance of individual income taxes through the retention and accumu¬ 
lation of corporate profits. The 1937 Act was designed principally to stop 
abuse and avoidance of the income tax through trusts, family transac¬ 
tions, and personal holding companies, both domestic and foreign. 

The year 1940 marked a sharp turning point in Federal tax policy. In 
contrast with World War I, when less than one-third of our expenditures 
was financed from taxes and other nonborrowing sources, we have in this 
war financed 41% of our total expenditures since July 1, 1940, from such 
sources, and reached a peak of 46% in the fiscal year 1945. 

Taxes on excessive war profits combined with high taxes on large in¬ 
dividual incomes have limited the financial gains from war. In 1941,1 
stated to the Finance Committee that increased taxation is needed also 
to maintain economic stability. Again in 1942 and 1943 I directed atten¬ 
tion to the anti-inflation aspects of taxation, suggesting that .the new 
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revenue act must help to check inflation, for nothing in the economic 
field can interfere with the war effort as much as an uncontrolled rise in 
prices. 

Again and again I stressed the need of cutting down borrowing by 
courageous taxation, so that our postwar debt problem would be more 
manageable. 

The expansion of the individual inpome tax alone has resulted in the 
filing of about 48,000,000 returns in fiscal 1945 compared with about 
8,000,000 in fiscal 1940 and 4,000,000 in fiscal 1934. 

Further steps in simplifying collection of the individual income tax and 
the development of withholding (which I initiated in 1941) were incorpo¬ 
rated in the Current Tax Payment Act of 1943 and the Individual In¬ 
come Tax Act of 1944. Out of a total of 48,000,000 returns filed by 
individual taxpayers, about 20,000,000 now file as their returns the with¬ 
holding receipt and the collector computes the tax. 

In the last fiscal year investigations of black market activities and 
unprecedented increases in currency in circulation indicated much more 
extensive disrespect for the common obligation of supporting the tax 
laws than I had anticipated. 


Boerowing 

An objective of the Treasury’s borrowing operations between 1933 and 
the middle of 1940 was to reduce the rate of interest on United States se¬ 
curities. The average rate of interest on the outstanding interest-bearing 
debt of the United States (including guaranteed securities) fell during 
this period from 3.35% on June 30, 1933, to 2.51% on June 30, 1940. 

The primary purpose of the Treasury in seeking lower interest rates, 
however, was the stimulating effect which they have on the economy as a 
whole by encouraging expenditures for housing, and for plant and equip¬ 
ment in those industries where the return on capital is an important 
factor in total costs. 

The total expenditures of the United -States Government for all pur¬ 
poses, from July 1, 1940, the beginning of the period of defense finance, 
through July 9, 1945, amounted to $325,000,000,000. This is nine times ^ 
the total expenditures of the Government from July 1, 1916, the begin¬ 
ning of the fiscal year in which the United States entered World War I, 
through the end of 1919, when the demobilization from that war was 
substantially complete. (See Chart 18, page 88i.) 

Ninety-five per cent of all the expenditures of the Government since 
July 1, 1940, have been for national defense and war, or for the related 
items of interest on the public debt, tax refunds, and veterans. Only 5% 
were for all other purposes. 

World War I at its peak absorbed about one-quarter of our national 
product; World War 11 is absorbing and has absorbed for three years, 
about one-half of the product. (See Chart page 885.) 
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TfflS WAE NINE TIMES AS COSTLY AS LAST 
We have spent $S25 bilKon in World War II so far; through demobilization 
in World War I we spent only $37 billion. 
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During the period from July 1, 1940, through July 9, 1945, the net re¬ 
ceipts from taxes and other nonborrowing sources (such as cash refunds 
resulting from the renegotiation of war contracts) amounted to $134,- 
000,000,000 or 41% of the total expenditures of the Government during 
the same period. 

Of the $211,000,000,000 total increase in the interest-bearing public 
debt during the period from July 1, 1940, through July 9, 1945, about 
$122,000,000,000 was absorbed by nonbank investors; and about 
$89,000,000,000 by commercial and Federal Reserve Banks. 

A large portion of the public debt should consist of short-term securi¬ 
ties. This is a good thing for the investor, a good thing for the Govern¬ 
ment, and a good thing for the economy as a whole. It permits liquid 
funds to be shifted readily between currency and bank deposits; and per¬ 
mits bank deposits to be shifted readily from one bank to another, and 
from one section of the country to anolier, without strain on the money 
market. 

The indiscriminate issuance of long-term securities to all classes of in¬ 
vestors would not insure their being held to maturity by their original 
purchasers, but would result merely in premature market liquidation. 


TREASURY SECURITIES TAILORED TO NEEDS OF INVESTORS 
A variety of issues, marketable and nonmarketable, 
provides varying degrees of liquidity. 
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So far as Government securities are concerned, market sales are es¬ 
sentially the same thing as cash redemptions. Each puts spendable funds 
into the hands of the same classes of investors, and each involves the 
absorption of additional amounts of Government securities by other in¬ 
vestor classes. The only significant difference is that cash redemptions 
permit the Treasury to issue new securities suited to the classes of in¬ 
vestors who will hold them; while market sales must involve already out¬ 
standing securities which may or may not be so suited. {See Chart 15, 
page 386,) 

On June 30,1914, just before the outbreak of World War I, the average 
rate of interest on the interest-bearing debt of the United States Govern¬ 
ment amounted to 2.36%. The debt then amounted to $1,000,000,000, 
and was largely held by national banks to secure their outstanding 
circulating notes. Six years later, on June 30, 1920, when the debt had 
risen to $24,000,000,000, the average rate had increased to 4.22%. 

On June 30,1939, just before the outbreak of World War II, the average 

INTEREST RATES ROSE IN LAST WAR; FELL IN THIS 
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rate of interest on the interest-bearing debt (including guaranteed obli¬ 
gations)—which was then $45,000,000,000—amounted to 2.53%. On 
June 30, 1945, six years later—when the debt had risen to $257,000,000,- 
000—the average rate of interest had fallen to 1.94%. {See Chart 16, 
page 887.) 

In addition to the saving in net interest costs, the elimination of the 
tax-exemption privilege on Government securities was an important step 
toward more democratic war finance. 

It is, of course, a corollary of the declining level of interest rates during 
this war that the Government bond market has been and continues to be 
strong. 

The contrast between the two World Wars in the cost of money to the 
Government, and m the behavior of the bond market, is not confined to 
the United States. It has been world-wide. It is due principally to the 
improvement in the art of monetary management during the last 
generation. 

It was formerly believed by some that a high rate of interest was in¬ 
evitable in wartime; and by others that, if it was not inevitable, it some¬ 
how helped to check inflation. Finance ministers in every major bellig¬ 
erent country have learned that neither of these views is true. High rates 
of interest are not inevitable in wartime, and they do not help check 
inflation. 

Inflation can be checked only by increasing production or reducing 
expenditure. High interest rates do nothing to increase production, nor 
do they check either Government expenditure or ordinary consumer 
expenditure. To endeavor to control inflation in wartime by raising inter¬ 
est rates is, therefore, like raising a lever which has no machinery behind it. 

After the completion of the transition from war to peace, the continu¬ 
ation of low interest rates will be a definite factor in the stimulation of 
full employment. The benefits of a low interest-rate policy, therefore, will 
carry through from the wartime to the peacetime economy. 

Periods of crisis unite men in action for the common good, while vic¬ 
tory too often brings relaxation and recrimination. I am sure, however, 
that the people of the United States are not going to hazard the postwar 
economic stability, which is now almost within their grasp, by prema¬ 
turely relaxing their efiforts on the war-bond front, or any other. 

International Monetary and Financial Developments 

During the depression, which began in 1929, most countries had to, or 
chose to, depart from the fixed gold parities of their currencies. - 

The international monetary policy of the United States of the last 
decade has had two objectives: first, in 1933, to restore the international 
economic position of the United States through the revaluation of the 
dollar; and second, when a reasonable value for the dollar was attained 
relative to other currencies, to secure the cooperation of other countries 
in entering into orderly and stable exchange arrangements. 
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Beginning in 1938, the British and French Governments began to place 
orders in this country for war materials. It was important to facilitate 
such foreign purchases. The defense of those countries was, in fact, the 
defense of the United States. By the end of 1940, British gold and dollar 
balances were reduced to a level barely sufficient to discharge existing 
obligations. Britain, then the lone bulwark against aggression in the 
Atlantic, was in a position in which it would be compelled by lack of ade¬ 
quate financial resources to scrimp in a defense which was our own as well 
as theirs. In recognition of this contingency. President Roosevelt asked 
Congress to authorize the manufacture of materials and supplies to be 
turned over to those engaged in war with the Axis. 

In anticipation of this situation the Treasury under my direction had 
prepared for the President’s consideration and subsequent approval the 
formula which was incorporated in the Lend-Lease Bill, which bill was 
enacted into law on March 11, 1941. 

In November 1943,1 also submitted a tentative proposal for an Inter¬ 
national Bank for Reconstruction and Development to the finance min¬ 
isters of the United and Associated Nations. The various proposals sub¬ 
mitted were the subject of a long discussion with the representatives 
of some thirty other coimtries over a period of more than a year. 
President Roosevelt, therefore, invited the United and Associated Na¬ 
tions to a conference to be held at Bretton Woods, N. H., beginning 
July 1,1944, to consider the establishment of an International Monetary 
Fund and an International Bank for Reconstruction and Development. 

Militaey Financial Operations 

When we prepared to invade enemy countries, andxjountries occupied 
by the enemy, we needed to assure our troops of necessary currency. In 
each of the Allied countries, the invasion currency used was not in any 
sense a currency of the United States. It was provided by the local gov¬ 
ernment. of the liberated country itself, and such government or its 
central bank is solely responsible for the redemption of the currency. We 
pay in United States dollars for the foreign currency we use for net troop 
pay and certain other strictly military expenditures not covered by re¬ 
verse lend-lease. The moment any such disbursements are made by Army 
Finance officers, Washington is notified and the dollar amoimt is taken 
from the Army appropriation and set up in a special account in the 
Treasury. A similar procedure is followed with Navy expenditures. 

Postwar Problems 

On the domestic front, the direction taken by this country in the post¬ 
war reconversion period will affect profoundly our whole tax and public 
debt structure.* 

If reconversion ushers in a period of stagnant unemployment, retrench¬ 
ment and an economy of scarcity, the cost of Government will bear heavily 
on the depleted income of the taxpayer regardless of tax rates. With a 
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withering national income, tax receipts will fall. These problems will be 
intensified by the task of servicing our huge national debt. 

The cost of Government—including the servicing of our public debt— 
can be met with substantially lower taxes if incomes are high and business 
is good. Incomes will be high and business will be good if this country 
undertakes a speedy postwar reconversion accompanied by intelligent 
protection for the wage-earners’ pay envelope, stability in farm prices 
and reasonable profits for business. Such a program calls for a high order 
of statesmanship on the part of our industrial and financial leaders. 
A great responsibility falls upon them. 

Feom July 23, 1045 to. 

FRED M. VINSON, SECRETARY OF THE TREASURY 
(Harry S. Truman—President) 

Secretary Vinson supplemented Secretary Morgenthau’s r^ort: 

The fiscal year 1945 saw the victory of the United States over the Eu¬ 
ropean Axis. Since the end of the fiscal year our victory has been made 
complete by the imconditional surrender of Japan; and the United 
States has made great strides in the reconversion to a peacetime economy. 

The most spectacular aspect of the wartime setting was the enormous 
increase in Federal Government expenditures, which climbed from 
$9,000,000,000 in the fiscal year 1940 to $100,000,000,000 in the fiscal 
year 1945. On one hand, this led to a doubling of the national product; on 
the other, it demanded unprecedented increases in tax rates. This combi¬ 
nation of forces multiplied receipts from taxes and other nonborrowing 
sources nearly ninefold—from $5,400,000,000 in the fiscal year 1940 to 
$46,500,000,000 in 1945. During the period July 1, 1940, through De¬ 
cember 31,1945, the United States financed 43% of its total expenditures 
from these sources. During World War I, by comparison, we financed 
less than one-third of our total expenditures from nonborrowing sources. 

High tax rates were an important influence in gaining acceptance of, 
and making effective, such direct controls as wage and price ceilings. We 
face a postwar level of Government expenditures several times as high as 
the prewar level, and taxes will have to remain correspondingly high. 

Our objective is a tax structure with which the taxpayer, the Govern¬ 
ment, and the national economy can live and prosper. The tax structure 
that taxpayers, both individual and corporate, can best live with will 
meet the test of fairness by relying on levies based on ability to pay. The 
tax stmcture that the Government can best live with will produce the 
revenue needed to carry on the functions of Government. 

The war has left the United States with a large heritage of debt. The 
public debt, including guaranteed obligations, of the United States on 
DecemberSl, 1945, amounted to $£78,000,000,000. (See Table I,page 
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Eighty-three per cent of this debt had been incurred since June 30,1940, 
when the large-scale rearmament program was just beginning* 

The interest-bearing debt on December 31, 1945, bore interest at an 
average rate of 1.96%, resulting in a computed annual interest charge of 
about $5,400,000,000. 

On June 30, 1945, 58% of the assets of commercial banks, 60% of the 
assets of mutual savings banks, and 44% of the assets of insurance com¬ 
panies were invested in United States Government securities. In addi¬ 
tion, individuals held $59,000,000,000 of United States securities. 

About 90% of the securities held by commercial and Federal Reserve 
Banks mature within ten years; similarly, about 95% of the securities 
held by nonfinancial corporations mature within ten years. In the case of 
insurance companies and savings banks, long-term securities predomi¬ 
nate, and about 60% of the holdings for these two groups of investors do 
not mature until after ten years. The amounts of debt held by the dif¬ 
ferent investor classes will, naturally, shift with the changing character 
of the economy; and the debt will have to be tailored and retailored to 
meet these shifting demands. This is part of the policy of flexible debt 
management. 

The existence of a large debt is another reason, compounded on top of 
all other reasons, why the United States must maintain a policy of full 
production in the postwar period. 

The President in his Message on the State of the Union and Trans¬ 
mitting the Budget for the fiscal year ending June 30, 1947, said: 

Although the public debt is expected to decline, a substantial volume of refi¬ 
nancing will be required, because of the large volume of maturing obligations... 

The interest policies followed in the refinancing operations will have a major 
impact not only on the provision for interest payments in the future budgets, 
but also on the level of interest rates prevailing in private financing. . . . 

The Treasury Department has followed a policy of low interest rates 
during the war, and that policy will continue in the postwar period. 

Domestic and international affairs are indivisible. The attainment of 
approximately full employment by the major industrial and trading na¬ 
tions, and its maintenance on a reasonably assured basis, are essential to 
the expansion of international trade on which the full prosperity of these 
and other nations depends. 

If we buy abroad we shall be able to sell abroad and we shall, if we are 
prosperous here at home, buy more freely. But if we buy more, foreigners 
will have more dollars with which to pay us for goods and for services, 
such as interest on our investments abroad. 

It is in our interest to assist not only m relief and rehabilitation but in 
reconstruction and development as well. 

We Americans are likely to regard as self-evident the proposition that^ 
trade should be conducted on the basis of the free choices of individuals. 
We characteristically resent controls which prevent us from buying or 
selling when and where we want. The events of the last fifteen years must 
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by now have convinced us, however, that there is nothing inevitable 
about freedom. 

We ourselves have not always fully observed the rules of freedom of 
choice. On the whole, however, we have not gone so far as have some 
other countries in contriving controls over the international transactions 
of private citizens. We have not, except during the war, undertaken to 
supervise and regulate international payments. Elsewhere, exchange con¬ 
trol, with its mobilization and rationing of foreign exchange, has become 
almost xmiversal. 

In some part these measures have been defenses against the economic 
collapse of the ’thirties. In part they have been the deliberate contrivings 
of economic warfare. Whatever their purpose they stand today as bars 
against the increase of trade and commerce which the world requires 
for the recovery of its economic health and welfare. And if they are 
inconsistent with the kind of trading world which we hope to achieve, 
it behooves us to assume a position of leadership in securing their 
removal. 


STATEMENT OE THE PUBLIC DEBT 
December 31, 1345 

(On the basis of daily Treasury statements) 


Total interest-bearing debt outstanding .. $275,693,602,361.78 

Matured debt on which interest has ceased.^.... 343,117,278.51 

Debt bearing no interest: 


United States savings stamps. $ 133,228,680.50 

Excess profits tax refund bonds. 1,127,536,616.39 

United States notes.$346,681,016.00 

Less: Gold reserve. 156,039,430.93 

National and Federal Reserve bank notes as¬ 
sumed by the United States on deposit of 

lawful money for their retirement... 

Old demand notes and fractional currency .... 

Thrift and Treasury savings stamps. 

Total gross public debt (including $11,780,327,926* 
advanced to Government agencies for which 


their obligations are owned by theTreasiny). $278,114,523,100.52 

Guaranteed obligations not owned by the Treasury. 567,447,558.01 

Totax Geoss Public Debt and Guaeanteed Obligations . $278,681,970,658,53 


*6mra7Ueed oUigaHons hdd hy the Treasury: 

Commodity Credit Corporation interim notes. ;.,. $ 1,255,000,000 

Federal Farm Mortgage Corporation bonds. 76,000,000 

Federal Public Housing Authority notes . ... 383,000,000 

Home Owners’ Loan Corporation bonds.. . 884,000,000 

Reconstruction Finance Corporation notes. 9,125,555,426 

Tennessee Valley Authority bonds. 56,772,500 

Total. $11,780,327,926 


190,641,585.07 


620,642,063.50 

2,021,737.52 

3,732,777.25 2,077,803,460.23 


Table I 
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Total receipts in general and special accounts in the fiscal year 
1945 amounted to a record volume of $47,700,000,000. The 
individual income tax receipts of $19,145,800,000 were for the 
second successive year the most important source; corporation 
income and excess profits taxes amounted to $16,027,200,000, 
which was $1,151,500,000 more than the previous record of the 
year before. 

Receipts from sources other than income and excess profits taxes 
totaled $12,600,000,000, over two and one-half times the amount 
in 1941. Of this total, liquor taxes accounted for $2,809,800,000, 
and tobacco taxes, $932,100,000. 

Total expenditures of the Federal Government from general and 
special accounts amounted to $100,400,000,000. War expenditures 
of $90,000,000,000 were the highest of any year. The net deficit 
amounted to $53,948,000,000. 

TJnsilenced public opinion reflected worry about the Adminis¬ 
tration’s economic and financial policies, but manifested no lack 
of confidence in the nation’s credit. 

Since New Deal doctrines had foisted extravagant controlling 
policies upon free enterprise up to the time war crystallized the 
magnitude of the nation’s economic problems, orthodox poultices 
for the aftermath of the war had not been effectively prescribed or 
prepared to restore free enterprise. Regimentation had always 
been foreign to American philosophies. 

Plundering the thrifty by a ruinous load of taxation to support 
the poor in idleness foments communistic theories of government. 
Adherence to a politically inspired program to support a govern¬ 
ment planned economy, furthering national socialism, would pro¬ 
long inevitably heavy taxatioh. 

A socialistic state would threaten to absorb what is left of one’s 
savings. Academically phrased: 

The yearning for equality is the offspring of envy and covetousness, 
and there is no possible plan for satisfying that yearning which can do 
aught than rob A to give to B; consequently, all such plans nourish some' 
of the meanest vices of human nature, waste capital, and overthrow 
civilization. 



344 Concerning U. S. Government Securities 

A country, like an individual, can spend only the equivalent of 
what it earns plus the proceeds of past earnings. The higher stand¬ 
ard of life can only be supported by a higher standard of work. 
[_Dr. Virgil Jordan, President of the National Industrial Confer¬ 
ence Board, challenged socialistic theorists in describing the 
situation: 

Whether America can be kept within this global structure of national 
socialism which has been erected around her political institutions and 
economic organization during this decade, or whether she is to resume 
life within the traditional framework of economic freedom and com¬ 
petitive eflfort where she left off—this is the central issue for the postwar 
world.. .. 

We are used to thinking that freedom is free, and can’t imagine having 
to buy and pay for it again . . . because in the current debates about it, 
the real issue is disguised in very shifty economic terms like “full em¬ 
ployment,” “social security,” “expanding economy,” “compensatory 
fiscal policies,” and “international planning,” until hardly anyone knows' 
what anybody is talking about in these matters any more. . . . Once you 
have set in motion the massive machinery of unlimited Government to 
make good its guarantee of full employment and adequate income for 
everyone, it is too late to protest that you didn’t read the fine print in the 
social contract. ... Individual citizens are so stubbornly bent on saving 
or wasting their money in their own way, that it will be impossible for 
Government to make good on its promise of full employment unless it 
spends more of their money for them, and makes them buy and consume 
what is good for them whether they want it or not. . . . 

When asked the trick question: “If you can have full employment in 
war, why not in peace?” -.. the answer is that you certainly can, if you 
are willing to have the Government spend your money to buy goods and 
services you don’t choose and can’t use. ... 

The Government will give you full employment and guarantee your 
income provided you will let it use your money as it pleases; if you 
will buy for your own use what it teUs you, at the price it fixes, or let 
it do the buying for you; if you will save as much money as it says and let 
it invest it as it pleases; if you will work at whatever it says, when and 
where it says, and as much as it says, for what it says you can be paid; 
and if you will h^ar, read, and think what it tells you and keep your 
mouth shut. 

Mr. Truman (who succeeded Mr. Roosevelt as President on 
April 12, 1945) and Mr. Vinson (successor to Mr. Morgenthau as 
Secretary of the Treasury on July 23, 1945) were confronted with 
both the financial and the recovery problems which accompanied 
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the sudden end of the warfare.* Money and market management by 
controls over bank reserves and low interest rates were promptly 
proclaimed as being the continuing policy of the Treasury. 

A year ago investors worried about how the national debt could 
be paid. At the end of the war the same investors inconsistently 
advocated tax reduction, which would lessen the revenue needed 
to service and pay the national debt. 

The political dilemma was how to hold prices down while allow¬ 
ing costs to rise. High wages without high output naturally lead to 
or signify high prices, low sales and poor business. 

Compulsory reduction of the hours of work freezes production 
below the level required to give all the people the abundance they 
desire and ultimately becomes detrimental to the interests of 
labor. ‘Tt is diflScult to see how a nation can have a fifty-two hour 
standard of living on forty hours of work any more than a man can 
reach a point fifty-two miles distant by traveling only forty miles.’’ 

Among notable observations as phrased by the London Econ¬ 
omist: 

It is with the public and not with the Government that the solution to 
the problem of inflation lies. All that the Government can really do is to 
explain the facts bluntly and simply. It must plead with the public for 
restraint in the spending of its incomes, restraint in the drafts on past 
savings, in its attitude toward postwar credit, in its demands for tax re- 
hefs, and its pressure for wage increases. The problem of controlling in¬ 
flation is a problem of self-control. 

Secretary Vinson commented: 

No businessman can continue to employ labor and to produce goods 
unless he finds a market for his output at a remunerative price. In 1932 
there were 16,000,000 unemployed, gross national product fell to $50,- 
000,000,000, and 40% of our productive resources went to waste because 
there were no markets for our industries and farms. In 1944 we produced 

9,000,000,000 worth of goods and services. Despite the 12,000,000 

*The terms of Germany’s unconditional surrender were signed on May 7,1945, at Heims, 
headquarters of General Eisenhower, and subsequently signed by the designated head of 
the German State and ratified by the German High Command in Berlin. The terms were 
officially proclaimed on May 8, and hostilities were to cease one minute after midnight, 
12:01, May 9, The final terms of Japan’s surrender were signed on September 2,1945 (Sep¬ 
tember 1, United States time), on the Battleship Missouriy in the Bay of Tokyo, by Gen¬ 
eral MacArthur for the Allied Nations, Admiral Nimitz for the United States, and by 
representatives of the Japanese Government. 
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men and women in our armed forces, we employed 52,000,000 in our 
agriculture, industries and commerce. This country can produce to pro¬ 
vide comforts undreamed of a generation ago if businessmen know they 
will find a market for their production. To increase purchasing power 
enough to increase consumption by 50% over prewar levels, means a 
national income of $150,000,000,000 and jobs for 60,000,000 people, as 
compared with $78,000,000,000 national income and 47,000,000 jobs in 
1940. Unless we base our economy on mass consumption, the structure 
will not be stable. 

Sweeping away wage controls augurs ill for the country’s ability 
to market its products abroad, if costs of production continue to 
rise. It is important for the Government to foster dollar purchasing 
power of our foreign customers, and the only way to do that is for 
the United States to import freely. 

Respect for the natural laws of supply and demand, also sur¬ 
vival of the fittest, appeared to bureaucratic socialistic officials of 
the Government to be outmoded. 

Administration policies and opposing economic doctrines, for 
the early postwar period, confficted: one for retention of sufficient 
controls over price and profit ceilings to check price inflation—the 
other for abandonment of wartime controls to encourage and to 
give free reins to enterprise. Indifference was regarded as worse 
than being ignorant. Economists warned that release of wartime 
controls, without curtailing Government spending, threatened to 
backfire on both taxpayers and labor. Both schools condemned the 
b arnssin g performances of leaders of labor unions as a menace to 
any prescription. 

Conservative thinkers preached that “unless current wages 
come out of current income and are equitably related to the price 
at which the product can be sold, production will not go ahead.” 

Production of goods at high wage costs to be sold at low prices, 
which require Government subsidies to manufacture, signifies 
putting the Government into business with the taxpayers’ capital. 

Chester Bowles, the Director of Economic Stabilization, stated: 

(If price controls are not continued)—Can we risk a broad increase in 
prices? If so, what will be the effect on those who have savings, insurance 
policies and war bonds? How much would it take to start a real flight 
from the dollar? 
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According to Secretary Vinson, 

It would be pathetic if, after beating the enemy of inflation all through 
the war, we allowed it to overtake us on the homestretch. . . . Without 
price controls, a release of inflationary pressure could repeat experiences 
of 1920 and 1929, which lessons many Congressmen apparently did not 
learn. The Federal Reserve Board has repeatedly warned the country 
and prescribed a defense against recurrence. 

Unsobered by the victorj' in the war and accustomed to Govern¬ 
ment expenditures for war, the country appeared indifferent to the 
importance of reversing and resetting the stage by retrenching for 
reconstruction with realistic policies. The Administration and 
members of Congress yielded to the clamor of public sentiment for 
rapid demobilization, removal of Government controls, rationing 
and priorities, and tax reduction, which increased the country’s so¬ 
cial and economic problems. Beginning in September “strikes” for 
30% higher wages by organized and disorganized labor threatened 
to cripple industry and production, while inflation gathered mo¬ 
mentum. Requests from foreign nations for billions of credit, be¬ 
fore the Administration had defined its domestic policies, did not 
comfort taxpayers. 

By the Act of July 31, 1945, Congress ratified the Articles of 
Agreement of the International Bank for Reconstruction and De¬ 
velopment (Bretton Woods), which provided $3,176,000,000 for 
the International Bank and $2,750,000,000 for the International 
Monetary Stabilization Fund. For the latter Fund, the act 
amended the Gold Reserve Act of 1934 so as to provide that 
$1,800,000,000 of the Exchange Stabilization Fund originally es¬ 
tablished imder the Gold Reserve Act of 1934 should be used to 
pay part of the quota of the United States, and that the balance 
of the quota of $950,000,000 should be paid from the general 
funds of the Treasury. Also in July, Congress approved the in¬ 
crease of the lending authority of the Export-Import Bank from 
$700,000,000 to $3,500,000,000. 

On August 22, President Truman announced, effective V-J Day, 
the terpiination of lend-lease and recipient accounts with forty- 
seven foreign countries. 

From the beginning of the lend-lease program, through June 
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30,1945, cumulative exports from the United States totaled $31,- 
369,000,000 out of the $42,000,000,000 lend-Iease and reciprocal 
aid agreement. Reverse lend-lease exceeded $5,600,000,000. Up to 
December 31, 1945, lend-lease aid to all nations amounted to 
$49,096,000,000. 

To set in motion the wheels of international trade, the United 
States entertained, in December, Great Britain’s request for a 
credit of $4,400,000,000; $650,000,000 to be on lend-lease account. 

The Revenue Act of 1945, approved November 8, reduced tax 
liabilities for the calendar years 1946 and 1947 by nearly $6,000,- 
000,000 annually. It superseded the Tax Adjustment Act of 1945, 
approved July 31, and terminated the excess profits tax with re¬ 
spect to taxable years beginning after December 31, 1945. 

The only Treasury bond offerings for the calendar year 1945 
were made during the Seventh and Victory (Eighth) War Loan 
drives. 

The Treasury notes which matured on March 15, 1945, 
were the last outstanding Government notes exempt from both 
the normal tax and surtax and were refunded into certificates 
of indebtedness. 

Resulting from the policy adopted by the Treasury in October 
1941 of financing the needs of Government corporations from the 
proceeds of the issuance of public debt obligations, with the con¬ 
version on June 1,1945, of Home Owners’ Loan Corporation l/^% 
bonds into K% certificates of indebtedness, the guaranteed debt 
of the United States in so far as it was held by the general public 
ceased to exist. The Commodity Credit Corporation, however, 
with the Treasury’s approval, borrowed from commercial banks in 
connection with commodity transactions, and the Federal Hous¬ 
ing Administration also continued to issue debentures in connec¬ 
tion with mortgage insurance. 

The Secretary’s announcement, on March 3, 1945, specified 
only the rates (lj^%, and 2J^%) for the bonds to be offered 
in the Seventh War Loan. He stated he would not decide on the 
maturities until the last minute, as that policy reduced switching 
and speculating, and the postponement should cause less free- 
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riding; that "‘Speculating in the Sixth War Loan ran into billions 
of dollars.” 

The announcement that there would be no 2% bonds offered 
(thus not favoring commercial banks with an issue for which 
they hoped to subscribe), but instead another issue of 23 ^% 
bonds, caused several of the outstanding 23 ^% issues to decline 
about 3^ point daily until settling over a full point in four days. 
They would have moved lower precipitately in an unrestricted 
market. 

The Seventh War Loan drive began on May 14 and continued 
through June 30, the goal being $14,000,000,000. The Secretary 
stated, 

There is every evidence that Federal expenditures will remain at a 
high level for sometime to come and the Seventh War Loan program was 
designed to obtain maximum funds from nonbank investors to prosecute 
the war. 

New restrictions were attached to the offerings, and the effect of 
such restraints during the drive starved the market supply for 
Treasury bonds, causing investors to pay price advances for scarce 
amounts in the open market, and postponed the balancing of sup¬ 
ply and demand until the drive closed. The Treasury’s former 
yield pattern of marketable Government securities which are 
eligible and suitable for investment by commercial banks moved 
to new lower levels. • 

The large oversubscription for the Seventh War Loan and the 
large amount of bank loans collateralized by Government securi¬ 
ties indicated that in spite of the restrictions prescribed to prevent 
such subscriptions, an unusual number of speculative subscribers 
had been allotted bonds which they only wanted in order to obtain 
expected market profits. They were not real investors. 

When market trading started on July 2,1945, in the new secu¬ 
rities of the Seventh War Loan, the 23^% and 234% bonds were 
quoted around 134 points’ premium and the 134 % bonds around 
134 points’ premium. 

After July 16, investing institutions witnessed a psychological 
fear-and-rumor market (an early peace in the Pacific), but in 
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general the recession in Government security prices reflected a 
withdrawal of buyers from the market rather than any sub¬ 
stantial increase in selling. The downward price movements 
represented small sellers and a flight of weak holders. Quoted 
markets were nominal, professional, and transactions represented 
little volume. 

In August, during the period of Japan’s overtures for peace, 
general apathy characterized the market, similar to the reaction 
when Germany surrendered in May. The technical, fundamental 
condition of the market remained unchanged. Upon the oflficial 
surrender of Japan, the average price level of representative 
popular Government bond issues was only a few 32nds below pre¬ 
vious levels. 

Secretary Vinson stated, August 16, 1945: 

In the last war expenditures in the six months following the Armistice 
were greater than those in the last six months of fighting. . . . We should 
continue the sale of United States Savings bonds, especially xmder the 
pay roll savings plan. . . . (They) are the soundest securities that are 
available in the world today—securities that will never be worth less 
than the purchase price and that will increase in value as they approach 
maturity. 

On August 23, 1945, the Secretary announced that the Victory 
(Eighth) Loan drive, with a goal of $11,000,000,000 would begin 
on October 29 and Extend through December 8, for individuals; 
from December 3 through December 8, subscriptions would be 
received from all other nonbank investors for the marketable 
securities. He said:* 

The present Treasury balance is large but enormous obligations in¬ 
curred in the achievement of victory . . . will drain this balance quickly 
and additional funds will be needed early in December. Government 
expenditures are being drastically reduced and this will continue vigor¬ 
ously. The aftermath of war, however, carries grave responsibilities that 
must be met. A substantial Army and Navy must be maintained until 
order is restored throughout the world. The cost of contract settlements, 
bringing our forces home, their mustering-out pay, hospitalization, care, 
and rehabilitation will be great and will require large sums for which we 
must plan now. 
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An innovation in the regulations governing subscriptions in the 
marketable issues was the establishment of formal limits for sub¬ 
scriptions by iusurance companies and savings banks. The fPrmer 
were restricted' to aggregate amounts not in excess of 15% of their 
total United States Government securities owned on December 
31, 1944, or 6% of their total adnaitted assets, whichever was 
larger, while savings institutions were allowed to subscribe not 
more than twice the net increase in assets (total assets less bor¬ 
rowed funds) between July 1, 1945 and September SO, 1945, 
plus 7% of total United States Government securities held on 
June SO, 1945. 

To minimize specidative subscriptions and limit expansion of 
bank credit, the Reserve'authorities added a restriction on War 
Loan accounts to commercial banks to 30% of aU deposits (except 
War Loan deposits) held as of October 31, 1945. 

Many subscriptions from speculators were rejected, when 
not regarded as a bona fide investment, and others were scaled 
down. 

After the subscription books closed, the market opened on De¬ 
cember 10 at 101 bid for the 2j^% bonds and 100^%2 for the 2)4% 
bondjs. At the year-end the market bid was 100^%2 and lOl^Vaa, 
respectively. 

From the end of the war with Japan to the end of 1945, the 
trend of the Government security market was toward lower yield 
levels. Contributing factors were the Treasury’s reasons for main¬ 
taining low interest rates and the omission of any new issues eligi¬ 
ble for investment by coromercial banks, except certificates of in¬ 
debtedness for refunding purposes; the large oversubscription to 
the Victory loan and the expectation of no additional new offer¬ 
ings for six months; and, the termination of the excess profits tax 
on corporations, effective January 1, 1946, which caused institu,- 
tional investors to postpone sales before the year-end which would 
add to their 1945 taxable profits. During the last days of the year 
some issues reached all-time high prices and some bank-eligible is¬ 
sues were at all-time low yields. (See Chart 17, page S6S.) 

Federal taxes m the five years from 1941 through 1945 yielded 
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YIELDS ON U. S. GOVERNMENT SECURITIES* 
FOR THE PERIOD 19S5-1945 



*See Chart 19, page S56, yields on Government securities for 50-year period, 1895-1945, 

Chart 17 


$121,524,000,000, about 38% more than the internal revenue re^ 
ceipts during the preceding 151 years of our national history. 

The largest Treasury deficit during World War II was $55,897,- 
242,532 in the fiscal year 1943; the largest during World War I 
was $13,362,622,819 in the fiscal year 1919. 

The trend of the public and private debt, according to the Institute of 
Life Insurance, indicates the Federal Government owes about $2 of 
every $3 that is owed in the entire economy, excluding bank deposits, life 
insur^ce policies, and short-term debts outstanding between individuals 
or unincorporated nonfinancial business firms. 

At the end of 1945, the gross Federal debt was $278,700,000,000. De¬ 
ducting the $26,000,000,000 the Government had in cash at that time, 
the net national debt was $252,700,000,000. At the same time the net 
total of aU other debts was about $130,000,000,000. Thus the Federal 
debt has become nearly twice as great as the combined total of aU other 
debts on the above basis—corporations, all kinds of mortgages, and State 
and local governments. Such a situation has never existed before. 

The banldng system owns about two-fifths of the (Government) public 
debt, and individuals and nonbanking investors the balance. 




353 


Cost of Living Prices in the United States 

In 1919 the net Federal debt was $25,500,000,000, and the total of all 
other debts was about $92,600,000,000. Thus at the height of Govern¬ 
ment borrowing for World War I the public debt represented Httle more 
than a fifth of the total of all debt in the economy, public and private. In 
1930 the Government debt of $15,700,000,000 represented only about 
one-tenth of the total debt of the economy, public and private. At the same 
time there*was a marked expansion in all other debts. In 1940 the Govern¬ 
ment debt represented less than one-fourth of the total debt structure. 


THE DEBT DOLLAR-WHO OWES IT 
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- Between the outbreak of World War I and the Armistice (52 
months) cost of living prices, in the United States advanced 62%, 
or more than 1% per month. Between the invasion of Poland (Au¬ 
gust 1939), World War II, and October 1945 (73 months), the cost 
of living increased 32%, or an average of only 0.4% per month. 

When the calendar year-end presented its statistical picture, the 
market value of all stocks listed bn the New York Stock Exchange 
had risen $18,253,287,010 during 1945. The estimated total 
volume of turnover in 1945 on the New York Stock Exchange was 
500,395,000 shares. These transactions had a total value of over 
$13,461,000,000. An open letter from the New York Stock Ex- 



354 


Concerning U. S. Government Securities 

change, July 30, 1945, stated, ‘‘The bonds of our Government are 
the only securities this Exchange has ever recommended in the 
more than 150 years of its existence.” 

The Comptroller of the Currency reported that on December 
31,1945, the 5,023 active national banks in the United States, and 
Possessions, showed: 


Assets. $90,536,000,000 

Deposits. 85,243,000,000 

Loans and discounts. 13,948,000,000 

Investments by banks in United States Government direct and 
guaranteed obligations. 51,468,000,000 


The legal reserve life insurance companies had approximately 
$20,575,000,000, or about 46% of their estimated assets invested 
in United States Government securities. 

For the first time in three quarters of a century the banking 
system of this coimtry operated for an entire calendar year (1945) 
without a failure. 

Total deposits of all banks insured by the Federal Deposit Insur¬ 
ance Corporation amounted to $158,000,000,000 at the end of 1945. 

At the dose of 1945, investors and business awaited the de¬ 
velopment of ifncertamties. Both individuals and institutions 
were frustrated by the reluctance of the Administration and a 
political-minded Congress to prescribe courageous corrections for 
menacing inflation agitated by encouragement for wage increases, 
with a corresponding rise in industry’s cost of production. 

In 1945, over 3,250,000 workers were involved in strikes and 
lockouts. 

To finance our costs for World War 11, the Treasury and the 
Board of Governors of the Federal Reserve System managed a 
flexible supply of banking credits which supported fixed interest 
rates. For the gradual refunding and redemption of the debt dur¬ 
ing future years, these controlling policies can continue to be of 
paramoimt importance for the welfare of the bondholders and all 
taxpayers. 

By contrast, the unmanageable control of conditions as they 
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arise in the economy of the entire nation may become a more nat¬ 
ural influence on future interest rates. 

A government either digests available information concerning 
economic trends or chokes itself with data applicable to forward- 
looking action. 

, As Government-planned economy persisted up to the end of 
1945 in applying controls over private enterprise, Thomas B. 
Macaulay’s prescription in an Essay published in January 1830 
may or may not be apropos to the present-day dilemma: 

Our rulers will best promote the improvement of the nation by 
strictly co nfinin g themselves to their own legitimate duties, by leaving 
capital to find its most lucrative course, commodities their fair price, in¬ 
dustry and intelligence their natural reward, idleness and folly their 
natural punishment, by maintaining peace, by defending property, by 
diminishing the price of law, and by observing strict economy in every 
department of the State. Let the Government do this—the people will 
assiuredly do the rest. 

It may have been expected that this Review of past records 
would disclose signals which preceded market trends and which, 
therefore, might be reliable when they appear again for anticipat¬ 
ing future trends. The record of developments during the past 156 
years and the assembled data and facts furnish no dependable 
guide. Retrospection prompts the conclusion that history is an 
unreliable barometer for anticipating market trends of Govern¬ 
ment securities. Their course will vacillate according to the 
supply and demand, which reflect such factors as expedient 
Treasury financing, advocated theoretical prescriptions, adopted 
programs, changing economic conditions, and the political policies 
of the Congress. Then follows the reaction and sentiment of in¬ 
vestors of capital. There will always be ephemeral markets and 
unpredictable, mercurial Trends. 

“Nothing takes place or is, without some reason for 
its being so rather than otherwise.” 

—Pythagoras, a Greek philosopher, 6tli Century B.C. 
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THE BACKGROUND WHICH CREATED 
DEALERS IN UNITED STATES 
GOVERNMENT BONDS 


I N PEEsrciPLE, dealers function at times when no other actual 
waiting market exists for brokers, bankers, institutions, and 
other investors. The professional dealer assumes the market risk, 
buying or selling for his own “position” while endeavoring to cre¬ 
ate, find, and maintain markets. Unlike a British “jobber” (dealer) 
who serves brokers and customarily charges He commission, an 
American dealer holds-the-bag for better or worse developments 
and does not charge a commission on transactions. He takes the 
risks on anticipated market fluctuations for his profit, while bridg¬ 
ing the gap between buyers and sellers. British jobbers, by tacit 
agreement, dp not undercut one another’s prices. The spread be¬ 
tween their bid and asked quotations is often instead of the 
American dealers’ spread of and ^ 2 - 

As an American dealer’s holdings are customarily appraised for 
taxation purposes at market value, the premium prices paid for 
bonds cannot be arnortized. 

During the years preceding the Civil War there was no recognized 
profession which rendered special service to the public or to the 
Treasury in placing or remarketing Government loans. In general, 
the Treasury’s advertisements of its issues and cooperation by the 
banks were relied upon to obtain loans and subscriptions. To effect 
some loans the Treasury allowed banks 3^ of 1% commission. In 
1813 and 1814 a commission of 3^ to 34 of 1% was allowed to des¬ 
ignated agents for selling blocks of $100,000 Government “stock” 
and notes. After the loans were floated, they were remarketed by 
individual sellers, like ordinary stocks and bonds. Financial institu¬ 
tions charged a commission for executing orders. The amount of 
that business and the servicing profit were not sufficient to justify 
their giving special attention to Government bonds. 
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The first special arrangement and reliance by the Treasury upon 
a private banking house for an organized selling campaign, instead 
of bargaining with the banks, was the Treasury’s designation in 
1863 of a general agent, a private banker in Philadelphia, who 
appointed nearly 3,000 sub-agents to place with the public a Civil 
War loan of over $500,000,000 6% bonds. For that service the 
Treasury paid its agent a commission of of 1% on the first 
$10,000,000, and ^ of 1% on the remainder. After the agent had 
successfully completed this and subsequent undertakings he played 
comparatively Httle further part in providing a secondary market. 
Sellers relied mostly on the Stock Exchange. By that time enough 
Government bonds were outstanding to induce another independ¬ 
ent banking house to advertise a side line service as a dealer in 
Government bonds. 

Throughout many years banks were the largest holders of Gov¬ 
ernment securities. By the Act of February 25,1863, the first cir¬ 
culation “national currency” was provided for when secured by 
United States stocks, which act was repealed and reenacted with 
amendments, as of June 3, 1864. The word “bonds” was substi¬ 
tuted for the word “stocks.” It was essentially a Civil War meas¬ 
ure, primarily , designed to provide an easy market for the bonds 
which the Government found it necessary to issue for the conduct 
of the war, and to provide a uniform circxdation which might take 
the place of bank notes issued by many different institutions char¬ 
tered under the laws of the different States. The Act approved 
June 20,1874, amending the Act of June 3,1864, provided that the 
National Currency Act should thereafter be known as the “Na¬ 
tional Bank Act.” 

The original act provided that a bank must pledge a specific 
amount of Government bonds in order to obtain a national char¬ 
ter, and it particularly granted banks the privilege of issuing 
“circulating notes” (cmrency) equal to 90% of the value of the 
Government bonds deposited. Upon the average amount of notes 
outstanding the bank paid a tax of 1%. The intent of that profit¬ 
able privilege was to induce banks to join the National Banking 
System and coincidently buy and deposit with the Treasurer of 
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the United States the requisite amount of Government bonds. A 
tax of 10% upon State bank note issues, effective July 1,1866, pur¬ 
posely forced State bank notes out of circulation. 

By 1900 the circulation privilege aided the Treasury in refund¬ 
ing and consolidating (hence the title “Consols”) remnants of the 
Civil War bonds at a 2% rate of interest. The Consol 2s had no 
definite maturity date but were redeemable at the pleasure of the 
Government after thirty years from date of issue. Under the Act 
of 1900, qualifying banks were authorized to issue currency against 
Government bonds deposited by them up to 100% of the par value 
of the bonds so long as they were quoted at par, or above par. Also 
under this act the tax on circulation when secured by 2% bonds 
was reduced to )^% per annum. (The tax on circulation when se¬ 
cured by 5% and 4% bonds, also Spardsh War Loan 3% bonds, 
was 1% per annum.) 

Banks which were designated a “Government Depositary” of 
Treasury funds also were required to pledge acceptable securities 
to secure those Public Deposits, and Government bonds were 
specified for a notable part of the collateral. 

Such use of Government bonds—to obtain a national bank 
charter and to secure Public Deposits and circulation—created the 
business motive for private banking houses to perform as dealers 
and supply the bonds needed by banks. Because of their scientific 
presentation of the subject, demonstrating with calculation tables 
figured at various prices the profit to be derived, dealers were 
rewarded by banks with their bond business. Campaigning was 
done entirely by mail and personal visitation. Only a few of such 
dealers qualified for the title of being specialists. Others were 
regarded as traders, relying upon dealers to make possible their 
business. 

A circulation account was easily put into effect by the dealer, 
who financed the par value cost qf the bonds and received the 
currency from the Comptroller of the Currency against deposit of 
the bonds in Washington, assigned to the Treasurer of the United 
States in trust for a bank’s account. The dealer requested the 
Treasury to prepare plates and currency for a specified bank. 
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which currency the dealer arranged to complete with facsimile sig¬ 
natures of the bank's oflScers. The dealer accepted the currency in 
payment for the par value of the bonds, and put it into circulation. 
The bank only paid the dealer the premium price of the bonds. 
The operation was automatic, as the circulation account was 
established without disturbing the bank's balances to pay for the 
par value of the bonds. Currency received by a dealer in New York 
had brief circulation. To remedy that, the Comptroller of the Cur¬ 
rency in 1914 required new currency to be shipped direct to the 
bank of issue for local distribution. 

In 1907 when currency shipments from New York banks were 
temporarily limited, a dealer provided circumvention by supply¬ 
ing Government bonds for interior banks to deposit at the Treas¬ 
ury Department and obtain direct shipment from the Treasury of 
an equivalent amount of national bank note currency. 

For specialized service, the transactions in Government bonds 
which previously had been executed on the Stock Exchange 
gradually went to a few dealers who maintained over-the-counter 
markets at net prices, with no commission charge. That business 
flourished from the profit in the price spread differences of 3^ to 

between the dealers' bid and asked quotations. 

In effect, a circulation account converted one form of currency 
into another form. Around that business the dealers' profession 
developed. 

Table 2 

Profit cdcvlatim from $100,000 Circulation Accouni secured by Consol •%% 
bonds costing 100: 

Revenue: 

Gross iaterest...t. $2,000 

Expenses: 

tax on circulation notes. $500 ^ 


Average annual cost covering renewal shipments of 


currency from Washington. 110 610 

Gross Profit.i.. $1,390 

Less: 5% interest on the idle required 5% Redemption 

Fund of $5,000 held in Washington... 250 

Annual Net Profit..... $1,140 
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Table 8 

Profit calcidationfrom United States Deposits (regular and special) in banks for 
which the Treasury charged 2% interest when Panama Canal 3% bonds, costing 


103, were pledged as security: 

$100,000 bonds would yield.. $3,000 

100,000 deposit loaned at 5% . 5,000 

' • $ 8,000 

Less: 2% interest to Government for-use of deposit.. $2,000 

Less: Sinking Fund to retire premium on bonds to be 

set aside each year and improved at 5%. 16 2,016 

Net income with deposit.:. $5,984 

Net income without deposit by loaning net cost of bonds at 5%. 5,150 

Increased annual income with deposit. $ 834 


During the period 1899 to 1911 when New York banks received 
orders from interior bank correspondents to buy or sell circulation 
bonds, they relied on three street brokers who independently per¬ 
formed for commission. Ethically, brokers could not deal for 
their own account. A dealer’s inside-market between his bid and 
asked quotations in that period was seldom more than for ac¬ 
tive issues. At the time these brokers were most active, the Gov¬ 
ernment bond business was virtually confined to Fisk and Robin¬ 
son, Harvey Fisk & Sons, the National City Bank, and the First 
National Bank of New York. The services of a broker would be 
useless to dealers if a broker were known to be acting for bankers 
in general. Therefore, to defeat circumvention when any bank used 
its own broker, his services were not used nor favored by dealers. 

By 1905 when the Federal debt had shrunk below $1,000,000,000 
and sinking fund requirements indicated that few bonds would 
exist ten years later, dealers envisaged insufficient business for 
their existence. It was President Theodore Roosevelt’s promotion 
of the Panama Canal a,nd an expected issuance of bonds for that 
purpose which gave recognized dealers an excuse to remain in 
business. 

After 1905 banks in financial centers began operating for profits 
with their own bond departments, doing business directly with 
each other without using brokers, although the larger banks per¬ 
formed directly with dealers, and the smaller banks with thdr 
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New York and Chicago correspondents. The brokers’ type of busi¬ 
ness began to fade out after 1911, when dealers offered service 
direct to all interior banks, without any commission charge. The 
old-time street broker, with his oflBce in-his-hat, was being extin¬ 
guished by the operations of recognized dealers. Between 1911 and 
1917 only one bank (The National City Bank of New York) and 
one private investment house (C. F. Childs and Company) con¬ 
tinued to perform conspicuously throughout the country in 
Government bonds. 

Prior to January 1, 1909, prices for all United- States Govern¬ 
ment securities on the Stock Exchange were quoted “flat.” The 
interest which had accrued was included in the price. The deal¬ 
ers’ practice of trading at prices plus accrued interest had existed 
long before the Stock Exchange took cognizance of it. Sentiment 
on the Stock Exchange was against abandoning flat prices, until 
brokers realized that dealers made “killings” by buying at flat 
prices on the Exchange and selling at a lower price plus interest 
outside the Exchange. Stock Exchange oflBcials were often criti¬ 
cized when' an outside dealer could buy a 4% Government bond 
on the Exchange at, say, 122 flat, prior to an interest payment 
date, and coincidently could profitably resell the same bond out¬ 
side the Exchange at 121 and accrued interest. 

Consequently, on December 23, 1908, the Stock Exchange 
adopted the rule that beginning January 1, 1909, in settlmg con¬ 
tracts interest should be computed to the day of maturity of the 
contract. After that reformation-date itecorded quotations on the 
Stock Exchange represented the price, and the addition of the ac¬ 
crued interest became a separate part of the transaction. There¬ 
fore, no published records of market prices of Government securi¬ 
ties before January 1, 1909, are properly comparable with subse¬ 
quent prices or yields unless the accrued interest is deducted from 
the statistically recorded Stock Exchange quotations. 

When the Federal Reserve System was organized in 1913, the 
A d mini stration’s program was to centralize currency issuance un¬ 
der, the control of the Treasury Department and its agents, the 
Federal Reserve Banks. The intention was to eliminate the national 
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United States Bond Quotations 


C. F. Childs AND Company 

CHICAeO •NEW YORK 


AT THE OPENINQ OP BUSINESS. 


liMlIcfilbirH 


issue 


CONSOL 

2 « January 
* April 
. July 
October 

Redeemable after 
April 1,1930_ 


3 February 
8 May 
August 
November 

Redeemable after 
August 1,1908 
Payable August 1, 1918 


4 February 
8 May 
August 
November 

Redeemable after 
February 1,1925 

PANAMA “ 

2 February 
8 May 
August 
November 

Redeemable afterAug. 1,1916 
Payable Aug. 1,1936 
Redeemable after Nov. 1 , 19 I 8 
Payable Nov. 1,1938 



Reg’d 


Coupon 


Reg’d 


Coupon 


Reg»d 


Coupon 


Reg’d 


Coupon 


Reg'd 

Coupon 


9978 


9 


10 0 ?^ 

100 % 


1015 ^ 



Reg’d 

from date of unana I Coupon 


Philippine 4^ 


Hawaiian 4* 


Porto Riean 4» 


District of Columbia 3.65* 


CLOSE NET PRICES UPON REQUEST 


(^e make no commission charge for executing orders.) 
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bank notes and substitute Federal Reserve notes. To gradually 
accomplish that, the Federal Reserve Banks, beginning December 
23, 1915, were authorized to buy up to $25,000,000 2% bonds 
securing circulation, each year, at 100, and the national banks 
were invited to tender their bonds to the Treasurer of the United 
States and retire their circulating notes. This was the initial sig¬ 
nificant step foreboding the elimination of Consol 2s and Panama 
2s from the dealers’ bond business. 

The Federal Reserve Banks were permitted to use the 2% bonds 
they acquired to secure their circulating notes, or they could 
surrender them to the Treasury for exchange into 30-year 3% 
Conversion bonds and 1-year 3% notes, without the circulation 
privilege. 

The business of dealers was naturally and customarily done by 
receiving orders. Consequently a dealer carried small positions. 
The bid and asked prices produced suflScient profit without a 
deliberate speculation. After 1915 when the initial purchases of 
circulation bonds by the Federal Reserve Banks stimulated com¬ 
petition, and thushiarrowed the spread between the bid and asked 
quotations, dealers realized the advantage of carrying positions. 

The Federal Reserve Banks were privileged to independently 
distribute their business among dealers. Also, when purchases 
were made in behalf of the Bond-Purchase Fund, the Federal 
Reserve Banks exercised their discretion in selecting dealers or 
brokers to favor with the orders. 

Beginning in 1917, there came into existence an' unprecedented 
amoimt of Liberty Loan bonds and Farm Loan bonds. These 
securities provided for dealers an unlimited field for operation in 
a new type of business of a less technical character than increasing 
or decreasing circulation accounts. 

It required several years to convince some bankers in large cit¬ 
ies, who had been accustomed to placing their orders on the Stock 
Exchange, that dealers could survive without charging a commis¬ 
sion. Intensive competition for business caused dealers to adopt 
the habit in 1919 of soliciting business everywhere in the country 
by telephone. 
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UNITED STATES BOND QUOTATIONS 
C. F. Childs and Company 
At the Opening of Business, DEC. 31, 1919 



, IsStLB 

Maturity 

Bid 

Offered 

i 

f Consol 2s. 

Redeemable after 


lOQH 

1«I 

i 

Apr. 1930 



1 1 1 ; 

/ Old 4s. 

Redeemable after 

105 H ' 

106}4 


1 

Feb. 1925 




Panama 2s. 

Aug. 1936 

99H 

lOOH 

\ 


Nov. 1938 



Panama 3s. 

June 1961 

87H 

90 

Conversion 3s. 

30 years from 

88 

92 



date of issue 



Liberty 3)4s. 

1932-47 

99.76 

100.14 

Liberty 1st 4s . 

1932-47 

93.00 

93.26 

Liberty 2cl 4 s . 

1927-42 

91.50 

91.90 

Liberty 1st 434s. 

1932-47 

93.42 

93.52 

Liberty 1st 2d 434s. 

1932-47 

101.00 

101.00 

Liberty 2d 4 J4s. 

1927-42 

91.60 

92.20 

Liberty 3d 4}^s. 

Sept. 15, 1928 

94.70 

94.94 

Liberty 4th 434s. 

1933-38 

91.86 

92.56 

Victory 3 J^s . 

1922-23 

' 98.80 

99.08 

Victory 4?4s. 

1922-23 

98.80 

99.10 

Philippine 1 




Hawahan 

> 4s. 


91 

96 

Porto Rican J 




District of Columbia 3,65s. 


96 

98 


Table 5 


The distinctive difference between brokers and dealers also, con¬ 
fused the public who had not been investors in Government bonds 
prior to World War I. Lacking local facilities when bondholders 
wanted to sell their bonds, the public became victims in 1919 of 
piratical, charges and unwarranted discount prices. Unsophisti¬ 
cated bondholders were persuaded to trade their bonds for specu¬ 
lative stocks and various ventures. Some newspapers refused the 
advertisements of irresponsible scalpers. Recognized, legitimate 
dealers were generally unknown to individual bondholders. The 
people innocently offered their small bonds in exchange for goods 
at shops which accepted them at “flat” prices without any accrued 
interest. Signs ia small stores showed the dollar amounts they 
would allow for bonds in exchange for goods offered for sale. How- 
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ever, the real responsible dealer and Stock Exchange broker named 
respected current market prices which were closely related. The 
dealer’s profit for his service, as always, was the difference between 
his quoted bid and asked price, while the broker’s profit for his 
service continued to be his added commission charge to execute 
orders. 

The gradual movement of Liberty bonds from individual owners 
to banks permitted dealers, qualified with service, to define the dif¬ 
ferent issues and their tax-exemption features for various pxirposes 
of investors and the banking fraternity. A dealer’s educational 
service consisted of the distribution of comparative calculations 
and charts respecting the relative attractiveness of the different 
issues. That induced many private security companies throughout 
the country to advertise as being dealers and to solicit business in 
Government securities. ^ 

Between 1918 and 1923 dealers were innocent purchasers in good 
faith of stolen coupon Liberty bonds. The public did not realize 
that they were payable to bearer; that title passed by delivery, 
and that the Treasury could grant no relief. It had provided pro¬ 
tection by urging the public to have their bonds issued in regis¬ 
tered form at the Treasury Department in the name of the owner. 
But even with this precaution, forged assignments of registered 
bonds constantly came into the market, which iavolved bank ofll- 
cers who had witnessed assignments. 

Each person who handles a registered bond incurs a perpetual 
liability for the validity of the assignment. A seller is bound to 
mhke good any loss from a forgery or unauthorized assignment. 
Notified of a loss, the Treasury Department caveats the bond 
when presented for transfer and looks to the last person in the 
chain of sellers for full hability and reimbursement to the Treas¬ 
ury of the owner’s loss. A bank officer who witnesses the assign¬ 
ment, or the bank itself, usually settles the claim as often they are 
the only solvent link in the chain of sellers. Transactions in regis¬ 
tered bonds are regarded by experienced dealers as “dynamite.” 

A dealer also assumes the burden of proving good faith owner¬ 
ship of any past-due Government security when presented by the 
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dealer for redemption. Therefore, the dealer avoids the risk of pur¬ 
chasing from unknown sellers. Lost or stolen bonds which are past 
due make questionable the bonds’ negotiability. 

Although all United States Government bonds were listed on the 
New York Stock Exchange, transactions of substantial amounts 
were usually made in the dealers’ over-the-counter market. When 
liquidating a large block of bonds, institutions customarily ac¬ 
cepted prices below the. nominal quoted market. 

In June 1917, the New York Stock Exchange recorded the first 
official, published quotations for Liberty Loan 3)^s in 1/50 frac¬ 
tions, but shortly thereafter quotations were recorded in fiuctua- 
tions of .02. Beginning March 22, 1923, Government bond quota¬ 
tions were officially changed by the Governing Committee of the 
New York Stock Exchange to l/32 fractions (.03)^). Previously 
there was no standard rate of commission on Liberty bonds among 
bond brokers. Dealers and brokers adopted the reformation but 
varied the quotations for inactive issues by a 2/32 spread between 
the bid and asked price. 

In 1932, to provide temporary market support for a few Treas¬ 
ury refunding issues at a time when the market was particularly 
depressed, a rider attached to the Federal Home Loan Bank Act. 
of July 22 specified that Government bonds bearing interest at a 
rate not exceeding 3^% could be used to secure circulation for 
only three years, subject to repeal or amendment of the act. The 
tax on circulation when secured by these bonds was 3^% per 
annum. To carry out the administrative policy, the next step was 
the announcement of the Comptroller of the Currency on March 2, 
1935, that the circulation privilege granted to United States bonds 
bearing 3^% interest or less would expire July 22,1935. Also, con¬ 
forming to the program, the Secretary of the Treasury announced 
on March 9, 1935, that Consol 2s and Panama 2s would be 
redeemed in cash July 1 and August 1, respectively. This consti¬ 
tuted the final maneuver to transfer the issuance, management 
and control of currency to the Federal Reserve System, and 
the termination of the privilege previously enjoyed by national 
banks. 
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U. S. CONSOL 2S-ANNUAL HIGH AND LOW PRICES 
190,0-1935 



When the Banking Act of 1933 prohibited all member banks from 
operating affiliated security companies, the bond departments 
of banks performed only in Government and Municipal securities. 

Although open market operations by the Federal Reserve Banks 
were considered when the Federal Reserve Bank Act became law 
in 1913, it was not until later that the importance and powerful 
effect of open market operations were fully realized. Beginning in 
1920, when the Federal Reserve Banks. purchased short-term 
United States Government securities to meet the need for in¬ 
creased earnings, the volume of the transactions required central¬ 
ized execution of purchases and sales to obtain coordination for 
the several districts. 

Through various steps from 1922 to 1933, the Federal Open 
Market Committee was formed. In 1923 a resolution by the Fed¬ 
eral Reserve Board required that future open market purchases 
should no longer be primarily for earning purposes but rather with 
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primary regard for tte accommodation of commerce and business 
and the effect of such purchases or sales on the general credit 
situation. 

The Banking Act of 1933 for the first time gave the Federal 
Open Market Committee a specific legal status, and its organiza¬ 
tion was completely revised by the Banking Act of 1935, and fur¬ 
ther amended by the Act of July 7, 1942. The latter amendment 
provided for a regrouping of the Federal Reserve Banks for the 
puipose of electing representative members of the Federal Open 
Market Committee (which is composed of the members of the 
Board of Governors and five representatives of the Federal Re¬ 
serve Banks). This regrouping made provision for continuous rep¬ 
resentation of the Federal Reserve Bank of New York on the Fed¬ 
eral Open Market Committee for the reason that the New York 
bank is in the principal capital market and acts as the agent for 
the Federal Open Market Committee in the operation of the 
•System Open Market Account. 

•Although collaboration by dealers was advocated in 1935, it was 
slowly developed. The reported personal opinion of an oflGicial of 
the Federal Reserve System was that dealers might be classed as 
a nuisance because they created too much market activity by 
advocating switches in banks’ holdings of different Government 
securities, which holdings otherwise might remain dormant and 
undisturbed. Whether or not dealers were a necessary evil, they 
were an experienced intermediary between investing institutions 
and the Federal Open Market Committee. Only through the 
medium of dealers could the secondary market be harnessed for 
management. Therefore, dealers definitely became recognized as 
useful and important cooperators. 

Dealers encouraged banks to make profits through trading dif¬ 
ferent issues as the respective prices varied from their previous 
average levels. Such transactions were called arbitraging. It was 
profitable and proper when confined to exchanging issues of similar 
maturities. By switching from one issue to another, the entire 
bond account of some banks was turned over several times a year. 
Although bank examiners inqxiired as to the purpose—whether 
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speculating or readjusting portfolios—there was no justified criti¬ 
cism when the quality of the holdings was not altered. 

In 1939, at the request of the President of the Federal Reserve 
Bank of New York, a meeting of representatives of ten dealers 
promoted the importance of uniting as a group to cooperate with 
the Federal Open Market Committee for market management. A 
gradual evolution then began. 

The Government Security Dealer Group consisted of a few 
recognized companies which had been active in the business for 
two years or more. To discuss and remedy disturbing practices, 
common action was essential. With encouragement from the Fed¬ 
eral Open Market Committee, the dealers’ first undertaking to 
promote self-reformation developed from the holding of informal 
meetings. The group had no by-laws, legal status or formal agree¬ 
ments. Its members by voluntary cooperation among themselves 
aimed to escape any semblance of being regimented. Dealers were 
expected to contribute their experience with objectionable practices 
and apply remedial, united action. * 

When the European war began in 1939, causing emotional sell¬ 
ing which justified some support, the Federal Reserve System 
purchased $61,000,000 of dealers’ holdings which overhung the 
market, thereby evidencing a gesture of mutual cooperative relief 
and removing a market menace. The understanding with dealers 
during this period was that they should not take long or short 
positions, but were expected to act as brokers only. Also, for a brief 
period dealers were requested to report the names of the sellers, 
and the reasons for selling. As a further precaution it was agreed 
that dealers would stop trading at four o’clock Eastern Standard 
Time. 

An annoyance to market management had been the dealers’ 
practice of buying subscriptions to new issues. From 1930 to the 
end of 1940 dealers customarily bought at fractional prices above 
par the speculative subscriptions of institutions and others, sub¬ 
ject to allotments. Only the Federal Open Market (Committee 
knew from the daily reports of each dealer the size of his combined 
commitments and his total bank loans to carry them. 
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At a meeting at the Yale Club in January 1941, eight represent¬ 
atives of the dealer group, with eight dealer guests, agreed to stop 
buying subscriptions before the subscription books were closed. 
Neither the Treasury nor the Federal Open Market Conamittee 
had previously applied an effective corrective to prevent specula¬ 
tion in subscriptions. That subject particularly needed treatment 
by the dealers as a group. Since dealers in Government secu¬ 
rities operated without restrictions, they were expected to reg¬ 
ulate themselves, instead of violating requests or suggestions 
to cooperate. 

At regular specified times weekly, representatives of selected 
dealers conferred with the New York representative of the Federal 
Open Market Committee at the Federal Reserve Bank of New 
York. Also, the representative of the Federal Open Market Com¬ 
mittee received from dealers daily reports of any important market 
development. 

Particularly helpful to dealer reformation of past practices was 
the emphasis put upon relative yields, not prices, in quoting mar¬ 
kets. That had gradually become a prime factor to institutional 
investors. Yields were to be recognized as governing prices, not 
vice versa. Beginning in September 1941, the Treasury’s adopted 
yield pattern program, scaled for rates between and 
for short-term and long-term securities, respectively, was a major 
reformation to protect the market from manipulated price quota¬ 
tions. In the fall of 1942 that pattern program became the reliable 
guide, when the market prices for the different issues were ad¬ 
justed to conform to the comparative yields, based on a scale of 
maturities. By the adopted pattern of yields,- a systematic, scien¬ 
tific relationship of values could be maintained. 

The fundamental theory of the yield pattern, as exemplified by 
the following chart, indicates the investment yield scaled to the 

number of years before redemption of the bond and also the cor- 

_ ) 

responding price with respect to the yield. The price equivalent, 
therefore, was recognized as a translation of the yield curve. With 
yield values in tabular form, corresponding prices for different issues 
and maturities could be simply plotted in their relation to the yields. 



TAXABLE 2% TEEASURY BONDS—Yields and Prices-October 21, 1944 

-YEARS TO CALL DATE- 
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To cooperate further with the Treasury and the Federal Open 
Market Committee, early in 1942 the membership .of the Govern¬ 
ment Security Dealer Group (by oral vote) had been expanded, 
and included two banks in New York and two in Chicago actively 
engaged as dealers in distributing Government securities. Among 
esseaitial specific objectives reiterated or to be voluntarily agreed 
upon were policies to 

—continue to stop trading at four o’clock' Eastern Standard Time; 

—postpone the opening of markets on new issues until cash subscription 
books closed; 

—broaden the market for certificates of indebtedness by trading on a 
yield basis rather than a price basis; 

—promote a wider distribution of Treasury bills; 

—change the market practice of computing interest on Treasury bonds 
to conform to the Treasury’s method; 

—form an Executive Committee to meet weekly with oflicers of the New 
York Federal Reserve Bank to offer market information and to receive 
suggestions for the group. 

To curb radical price gyrations and emotional stress during the 
first year of World War II, when institutional and individual sell¬ 
ers offered large amounts of securities at prices or more below 
the quoted markets, threatening to cause a demoralizing “black 
market” and thereby disrupt an otherwise orderly market and 
public confidence, the dealers, as a group, recognized and realized 
that cooperation with the Federal Open Market Committee to 
combat that menace was mutually important. Their own welfare 
was at stake. The dealers’ remedy against a “black market”— 
orally agreed upon in July 1943—was to limit the price change in 
any one day to 8/32 above or below the closing market of the 
previous day. Thereafter, when any seller pressed securities for 
which dealers had no buyers at the day’s nominal quoted market, 
dealers would defer the execution of the customer’s order to the 
following day. Never before had dealers united in a policy so 
eflBcacious in stopping market manipulations and radical fluctua¬ 
tions. It simplified orderly market management. 



376 Conceming^U. S. Government Securities 

The Federal Open Market Committee had only informally made 
known its desires to dealers and verbally defined practices for 
dealers’ cooperation until it formalized regulatory principles by 
presenting specific agreements in May 1944, for execution by sig¬ 
natures, under which the dealers agreed to perform for market 
stabilization, orderliness, and prohibition of price manipulations. 
The response of the dealers recognized as cooperators with the 
Federal Open Market Co m mittee thereby effected the first deci¬ 
sive, forceful mutual program for supervision of market manage¬ 
ment with gratifying results. Radical performances were checked 
and dealer subscriptions were virtually under control. 

Providing official authorization for the policies advocated, 
adopted ^and introduced by the Federal Open Market Committee, 
the Board of Governors of the Federal Reserve System had unani¬ 
mously approved on February 29,1944, the terms upon which the 
Federal Reserve Bank of New York would transact business with 
brokers and dealers in United States Government securities for the 
System Open Market Account. The Federal Reserve Banks were 
requested to furnish a copy of the statement of procedure to any 
broker or dealer in their respective districts who evidenced an in¬ 
terest in qualifying thereunder and in the opinion of the Reserve 
Bank would have a reasonable chance of qualifying: 

On and after May 15, 1944, the Federal Reserve Bank of New York 
will transact business on behalf of the System open market account only 
with the brokers and dealers who meet the qualifications, have executed 
the agreement, and comply with the terms set forth in the statement. 

When the statement has been presented to the brokers and dealers 
with whom transactions are now conducted for the System open market 
account, the Bank shall give copies to representatives of the press in¬ 
formally, as a formalization of existing procedure. 

The Bank shall keep the Executive Committee of the Federal Open 
Market Committee informed of each broker and dealer with whom it or¬ 
dinarily transacts business and of each addition to, or removal from, the 
list of qualified brokers and dealers. 

The Bank shall encourage the observance of high standards of com¬ 
mercial honor and just and equitable principles of trade by the brokers 
and dealers in Government securities, through the medium of the Bank’s 
contacts with the brokers and dealers and the Government Security Dealer 
Group or any other sim ila r organization that may exist or develop. 
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The Federal Open Market Committee has directed the Federal Re¬ 
serve Bank of New York to transact business in United States Govern¬ 
ment securities for the System open market account with reputable 
brokers and dealers in such securities who meet the qualifications and 
agree in writing to comply with the terms and conditions set forth below: 

1. In determining whether a person (individual, partnership or cor¬ 
poration, including a bank) is a qualified broker or dealer with whom the 
Bank will transact business, and the extent to which business will be 
transacted with such person, the following factors will be taken into con¬ 
sideration: 

(a) Integrity, knowledge, and capacity and experience of management; 

(b) Observance of high standards of commercial honor and just and 
equitable principles of trade; 

(c) Willingness (in the case of a dealer) to make markets under all 
ordinary conditions; 

(d) The volume and scope of business and the contacts such business 
provides; 

(e) Financial condition and capital at risk of business; and 

(f) The reliance that can be placed on such person to cooperate with 
the Bank and the Federal Open Market Committee in maintain¬ 
ing an orderly market for Government securities; to refrain from 
making any recommendations or statements or engaging in any 
activity which would encourage or stimulate imdue activity in the 
market for Government securities; and to refrain from disclosing 
any confidential information which he obtains from the Bank or 
through his transactions with the Bank. 

2. The Bank will obtain from such person an agreement in writing to 
comply with the following temas and conditions: 

(a) He will furnish the Bank with a statement for the confidential in¬ 
formation of the Bank and the Open Market Committee showing 
as of the close of business each business day: 

(1) The total amount of money borrowed (directly and indirectly); 

(2) The par value of all Government securities borrowed; 

(3) His position, both long and short, in Government securities, 
classified by classes of securities and maturity groups (or by 
issues, if so requested by the Bank); 

(4) The volume of transactions during the day in Government se¬ 
curities, classified by classes of securities and maturity groups 
(or by issues, if so requested by the Bank); and 

(5) Such other statistical data as in the opinion of the Bank will 
aid in the execution of transactions for the System Open Mar¬ 
ket Account. 
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(b) At or before the completion of each transaction with the Bank, he 
will furnish the Bank with a written notification disclosing whether 
he is acting as a broker for the Bank, as a dealer for his own ac¬ 
count, as a broker for some other person, or as a broker for both 
the Bank and some other person. In the absence of a special agree¬ 
ment to the contrary with the Bank with respect to a particular 
transaction, he will not act as broker for any other person in con¬ 
nection with any transaction with the Bank, and he will receive no 
compensation or profit of any kind in connection with the trans¬ 
action other than the specified commission paid him by the Bank. 

(c) In the absence of special arrangements with the Bank, delivery of 
securities will be made at the oflGlce of the Bank before 2:15 p.m. 
on the next full business day following the day of the contract and 
all payments by the broker or dealer will be in immediately avail¬ 
able funds. 

(d) He will furnish the Bank not less frequently than once during each 
calendar year with a report of his financial condition as of a date 
not more than forty-five days prior to the delivery of the report to 
the Bank in form acceptable to the Bank and prepared or certified 
by a public accountant acceptable to the Bank; and, upoh the re¬ 
quest of the Bank, he will furnish it with a statement of condition 
as shown by his books as of a date specified by the Bank. 

(e) Unless the Bank shall have informed him of its desire to purchase 
or sell a particular issue of Government securities, he will not so¬ 
licit from any other person offerings of or bids for any issue of 
Government securities for the purpose of placing himself in a posi¬ 
tion to offer to sell to or to buy from the Bank securities of such 
issue. 

The Federal Open Market Committee has further directed that the 
Bank decline to transact any further business with a broker or dealer in 
any case in which the Bank has concluded that the broker or dealer no 
longer meets the qualifications set forth above or has willfully violated 
or failed to perform any of the terms and conditions set forth in the 
agreement. 

(The signed agreements became effective May 15, 1944.) 

The Comimttee felt that, although the informal arrangement that had 
existed previously was satisfactory for a period when the volume and 
amount of transactions for the System open market accoimt were rela¬ 
tively small, the increase in the activity of the account, and the likelihood 
that operations in very large amounts would continue during the re¬ 
mainder of the war and into the postwar period, made it desirable to 
place the existing relationships on a formal basis. The terms of agree¬ 
ment represent in substance the informal agreements that had been in 
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effect between the Federal Reserve Bank of New York, as agent, and the 
dealers and brokers with whom the Reserve Bank previously had trans¬ 
acted business for the System open market account. 

Market management had its direct and indirect relationsLdp to 
credit management. Althougli the credit policy of the Federal 
Reserve System prior to the jwar was concerned about having 
orderly markets for Government securities, the policy was partic¬ 
ularly Iconcerned during the war with the ability of member banks 
to aid Treasury financing andjmaintain a respected influence over 
market prices for Government securities. In its effect, and in the¬ 
ory, the policy of maintaining interest rates, prices and yields of 
Government securities made the whole public debt equivalent to 
money. 

By constant close contacts with dealers and their daily trans¬ 
actions throughout the country, the Federal Open Market Com¬ 
mittee managed the flotation of new Government loans during 
World War II through policies which benefited alike corporate and 
individual investors, financial institutions, dealers, and the 
Treasury. 

The annual volume of transactions by all dealers with their cus¬ 
tomers can only be a conjecture. However, based on the known 
annual total purchase and sale volume of one leading company 
during 1945, and assuming that some other dealers had as much 
volume, the combined total transactions of the major nonbank 
dealers for that year could be estimated as equivalent to one-half 
of the total national debt. 



CHRONOLOGY 


I N THE development of the dealers’ profession, the following 
Chronology lists the who-was-wko dealers to the end of 1945. 
According to records, reliable references, and information ob¬ 
tained from contemporary associates, the first year mentioned 
indicates the time each company became ^'Dealers in United States 
Government securities'^ The second year mentioned indicates the 
time the company ceased their activities as dealers in those securi¬ 
ties. The brief mention of their background is merely to identify 
with their former affliations the personnel who promoted the 
dealer activities of the principal companies. Many schooled at 
C. P. Childs and Company also represent bond departments of 
banks and investment houses throughout the country. Names 
marked (*) were recognized members of the United States Gov¬ 
ernment Security Dealer Group as of December 31, 1945. 

JAY COOKE & CO. 

Not a dealer but an organized distributor. The leading American banking 
house between 1860-1873, mth the best European connections. During the Civil 
War both Secretary of the Treasury Chase, and his successor, Secretary Fessen¬ 
den, appointed Cooke as the sole agent of the Government in promoting a selling 
campaign. For his accomplishments he received a commission. Jay Cooke styled 
himself as the “general subscription agent of the Government loan,” and nego¬ 
tiated loans to the value of $2,000,000,000 for Civil War needs. After completing 
the flotations the firm did not perform as a dealer making a secondary market for 
Government bonds. Railroad bonds (notably Northern Pacific) caused the firm’s 
failure in 1873. 

1860-1885 
FISK & HATCH 

Dealers in both Government and Corporate issues. Both partners were Ver¬ 
monters. The firm assisted Jay Cooke in his bond selling campaign to meet 
expenses of the Civil War. After the war the firm became fiscal agents of railroads 
which had to be nursed through the panic of 1873 and the subsequent financial 
depression. In spite of the firm’s temporary suspension in 1873 it paid its credi¬ 
tors substantially in full. The firm also survived the panic of 1884, but in 1885 
the partnership was dissolved. Harvey Fisk organized a new firm with his sons 
as running mates. 
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1870-1905 

VERMILYE & CO. 

A firm organized in 1832, of which Mr. Vermilye was a member, became prom¬ 
inent during the Civil War trading in gold and Government bonds, and aided Jay 
Cooke’s operations. In 1870 the name became Vermilye & Co. After the panic of 
1873 the company was active in railroad reorganizations and introduced the prac¬ 
tice of business solicitation by sending representatives to clients instead of invit¬ 
ing them to bring their business to New York. After the death of Mr. Vermilye, 
the firm was dissolved in 1905. In accordance with his will the court ruled the 
firm’s name could not be used again in business. The partners became dealers and 
continued trading iij. Government bonds as Wm. A. Read & Company, and 
Mackay & Company. The former firm subsequently became Dillon, Read & Co., 
and Mackay & Company was dissolved several years after organization. 


1885-1919 

HARVEY FISK k SONS 

Dealers in Government bonds. The firm also specialized in railroad bonds 
and financial undertakings, finally including the Hudson and Manhattan Tun¬ 
nels. Harvey Fisk died in 1890 and the firm was continued by his sons. In 1898 
Harvey Edward Fisk resigned from his father’s firm and formed the competing 
company of Fisk & Robinson. In 1919, when the company had ceased to func¬ 
tion or operate actively as dealers in Government securities, the partnership was 
dissolved. The business was incorporated, and the Fisk family sold out. The 
business again operated as a partnership from 1924 to 1931, when it was again 
incorporated. The new corporation was dormant. 


1899-1910 

FISK & ROBINSON 

Dealers in Government bonds and syndicate underwriters of corporation se¬ 
curities. George H. Robinson developed the Government bond business and Har¬ 
vey Edward Fisk handled new issues, chiefly railroad bonds. C. F. Childs, in 
1904, became Western Manager. The firm became the leading and biggest opera¬ 
tors of the country in Government bonds. Its initial Monthly Bulletin of Invest¬ 
ments regarding the market for Government bonds aroused objection by a 
prominent bank which claimed the Government bond business should be the 
adjunct of banks, not dealers. It also was the successful bidder for virtually the 
entire issue of Panama Canal 2s of 1906. In 1910 the firm suspended all business 
in Government securities. Reverses suffered in railroad and corporation securi¬ 
ties caused the firm’s conEiplete dissolutiOTi in 1914. George H. Robinson died in 
1943, and Harvey Edward Fisk died in 1944. 


1910-1928 

FOLSOM & ADAMS 

Dealers in Government and Corporation bonds. Formerly associated with 
Fisk & Robinson. 
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1911- 

C. F. CHILDS AND COMPANY* 

The oldest house in America which has continuously specialized in Govern¬ 
ment securities. The principal successor to the Government bond business of 
Fisk & Hobinson. The first dealer to operate exclusively in Government securi¬ 
ties. The Company has continuously issued periodical Bulletins “Concerning 
Economics and U. S. Government Bonds.** No other private dealer, between 
1911 and 1917, operated as a specialist. In 1928 its twenty-five branch ofiSces, 
with the largest private wire system, provided a nation-wide market (repre¬ 
sentatives* offices in London, Paris, Amsterdam and Berlin). The average annual 
volume of its transactions then equaled the estimated combined total of that of 
all other recognized Government bond dealers and Government bond sales on 
the New York Stock Exchange. 

1916- 1934 

NATIONAL CITY COMPANY OF NEW YORE 

Dealers in Government bonds, conspicuously in loans of World War I. 

The National City Bank of New York, from approximately 1909-1916, oper¬ 
ated as a dealer in State, Municipal, Corporate and Foreign Government issues 
with sales representatives. Although it was very active with a large volume of 
United States Government securities for its own account and for the accounts 
of its many correspondent banks, it did not function strictly as a dealer in these 
bonds. The bank’s monthly publication on economic conditions and govern¬ 
mental finance has continued since January 1904. 

1917- 

SALOMON BROS. & HUTZLER* 

Dealers in Government securities, first primarily in United States Govern¬ 
ment short-term certificates. 

1918- 

BANKERS TRUST COMPANY,* New York 
Dealers in Government securities. 

1919- 

DISCOUNT CORPORATION OF NEW YORK* 

Dealers in Government securities, first primarily in short-term Government 
bills and notes. In 1933 became active in long-term Government bonds. 

1921- 

THE FIRST BOSTON CORPORATION* 

Beginning as the First National Corporation of Boston, operating as dealers 
in short-term Government securities, by 1923 included all Government issues; in 
1932 continued as The First of Boston Corporation. The name was subsequently 
changed to The First Boston Corporation. 
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1925 - 

continental ILLINOIS NATIONAL BANK AND TfeUST 
COMPANY OF CHICAGO* 

Beginning as the Illinois-Merchants Trust Company, operated as dealers in 
Governmeift securities, and continued as the Continental Illinois National Bank 
and Trust Company of Chicago. 

1927-1930 

BANK OF ITALY {now BANK OF AMERICA N. T. k S. A.), San Francisco 

Dealers in Government securities and became the major operator on the 
Pacific Coast. 

1930- 

CHAS. E. QUINCEY k CO.* 

Dealers in Government securities. Some associates were former employees of 
C. F. Childs and Company. 


1930- 

CHEMICAL BANK k TRUST CO., New York 
Dealers in Government securities. 


1931-1940 

NEW YORK HANSEATIC CORPORATION 

Dealers in Government securities. Some associates were former employees of 
C. F. Childs and Company.- 


1933- 

R. W. PRESSPRICH k CO.* 

Dealers in Government securities. 

1933- 

C. J. DEVINE k CO.* 

Dealers in Government securities; former employees of C. F. Childs and 
Company. 


1934- 

THE FIRST NATIONAL BANK OF CHICAGO* 

Began dealing in Government securities principally with its correspondents. 
Previously it had been a dealer in other securities. 
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1934- 

GUAJRANTY TRUST COMPANY OF NEW YORK* 

Dealers in Government securities, although previously operated a depart¬ 
ment for bond business. 

1937- 

HARVEY FISK k SONS* 

The present corporation was organized by a former employee of C. F. Childs 
AND Company who had acquired the name and began business as a dealer in 
Government securities. 

1938- ' 

HARRIMAN RIPLEY k CO.* 

Dealers in Government securities; formerly Brown, Harriman & Co. 

1939- 

J. B. ROLL & CO.* 

Dealers in Government securities; former employees of C. F. Childs and 
Company, and C. J. Devine & Co. 

1940- 

BLAIR SECURITIES CORPORATION {now BLAIR & CO.)* 

Dealers in Government securities; some associates were former employees of 

C. F. Childs and Company. 

1940- 

D. W. RICH k COMPANY* 

Dealers in Government securities; former employee of C. F. Childs and 
Company and New York Hanseatic Corporation. 

1940- 

BRIGGS, SCHAEDLE & CO.* 

Dealers in Government securities; former employees of Discount Corporation. 

1944- 

SCHRODER ROCKEFELLER k CO.* 

Dealers in Government securities. 

1945- 

WM. E. POLLOCK & CO. 

Dealers in Government securities; former employee of Salomon Bros, k 
Hutzler, and C. F. Childs and Company. 
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1945- 

NEW YORK HANSEATIC CORPORATION 
, Resumed dealing in Government securities. 

1945-' 

BARTOW LEEDS CO. 

Dealers in Government securities; former employees of Discount Corporation. 

Several private companies whicli had performed as dealers aban¬ 
doned their activities when narrow market spreads between bid 
and asked prices required a large volume of business to sustain 
operating expenses. 
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SPECULATIVE SUBSCRIPTIONS 
MARKET AFTER NEW BOND OFFERINGS 
QUOTATIONS AS OF DECEMBER Si, 1945 




SPECULATIVE SUBSCRIPTIONS 
HANDICAPPED MARKET MANAGEMENT 


B eginning in 19S1, offerings of new issues of Government 
securities were subjected to unprecedented speculation *and 
unharnessed market manipulation. This reflected an altogether 
false picture of the current investment demand. Anticipating 
subsequent price profits in the free open market, many banks, 
financial institutions and, particularly, individuals subscribed for 
larger amounts than they could pay for without borrowing to do 
so. They did not intend to retain the allotments on their subscrip¬ 
tions, which represented speculation to an estimated total of 
around $1,000,000,000 for some new issues. They subscribed for 
a market profit, instead of for genuine investment. Allotments to 
such individuals and institutional subscribers, regarded as ‘‘joy¬ 
riders,”* were usually promptly sold to dealers. 

Dealers encouraged that practice by agreeing in advance with 
subscribers, especially banks, to purchase all or any part of their 
allotments at fractional premium prices, according to the dealer’s 
anticipated subsequent demand from real investors at higher 
prices. In some years, such purchases of a new issue by a single 
dealer totaled about $300,000,000. In most cases the subsequent 
market moved or was deliberately maneuvered to levels above the 
subscription price. (See following record of market for new issues 
the first day of trading, also thirty days, ninety days, and six 
months later.) Dealers making temporary sales to institutions by 
^‘repurchase-agreements” could disguise their loans and positions, 
while the public’s speculative subscriptions were usually apparent. 

Although the Treasury always reserved the right to reject any 
subscription or allot less than the amount applied for, it could not 
effectively police every subscriber after it had invited subscrip¬ 
tions to its public offerings. However, the Federal Reserve Banks, 

*First example: Page 93, Section I (1906). 
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as fiscal agents for the Treasury, requested the voluntary coopera¬ 
tion of both dealers and banks to discourage the practice of buying 
all or partial allotments received by subscribers. 

Prior to December 1932 the Treasury customarily made full 
allotments of new issues to subscribers who tendered in payment 
maturing obligations. In consequence, cash subscribers for new 
issues received comparatively small allotments. That discriminated 
against new cash investors and favored those who had maturing 
(old) issues to tender in exchange. In effect, it restricted the dis¬ 
tribution. For one note issue, a cash subscriber for $100,000 bonds 
was allotted only $2,300. Dealers and investors desiring a larger 
amount of new Treasury, flotations than they expected to be 
allotted on their cash subscription purchased at minus-yield prices 
short-term issues acceptable in exchange, solely to utilize their 
conversion privilege.'The Treasury’s short-term credit, therefore, 
became a false picture based on the “call,” “right,” or “tum-in” 
value of acceptable issues to obtain a full allotment of any new 
issue. Recognizing that development, the Treasury’s first remedy 
was to restrict allotments on such subscriptions for an offering of 
notes to 60% of the issues tendered in exchange. 

Beginning in 1933, some restrictive measures were adopted 
whereby the terms for an offering of Treasury notes stated that 
subscriptions, unless made by an incorporated bank or trust com¬ 
pany, or by a responsible and recognized dealer in Government 
securities, “must be accompanied by payment of 10% of the 
amount of notes applied for,” or payment in full. Subsequent offer¬ 
ings required payment with subscription in full or of some percent¬ 
age of the amount subscribed for. Frequently, the deposit was 5% 
instead of the original 10%, and on at least two occasions it was 
2%. Also, beginning in 1935, an offering of 1^% Treasury notes 
contained the provision that applications from banks and trust 
companies for their own account would be restricted in each case 
to an amount not exceeding one-half of the combined capital and 
surplus of the subscribing bank or trust company. Previous offer¬ 
ings had said merely that qualified bank depositaries might sub¬ 
scribe for themselves and their customers and make payment by 
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credit to their War Loan Account up to any amount for which 
they were qualified. 

Another corrective prescription was applied to the offering of 
%% Treasury notes, dated December 18, 1940. The subscription 
blank stated— 

(The undersigned subscriber)—Certifies that this subscription is solely 
for subscriber’s own account; that no arrangements have been or will be 
made for the sale or other disposition of this subscription, or of the se¬ 
curities which may be allotted thereon, prior to the closing of the sub¬ 
scription books; and agrees ... to make payment in full for the entire 
amount which may be allotted on this subscription, at par, on or before 
the date of issue. . . . 

Dealers were requested not to buy in advance the amount of the 
notes which “are to be awarded to a subscriber” but only purchase 
actual notes when available for delivery. All cash subscribers, ex¬ 
cept banks, had to accompany applications with 10% payment of 
the notes applied for. 

Through cooperation of the Government bond dealers and the 
banks the practice of buying allotments from other subscribers 
was gradually halted. 

For two offerings of Treasury bonds on December 4, 1941, the 
Treasury for the first time announced a definite basis for subscrip¬ 
tions from all classes of subscribers. The primary purpose was, so 
far as possible, to meet the legitimate investment requirements of 
the public, and for that purpose subscriptions were grouped 
broadly into four classes: 

Banks and trust companies for their own account—not to exceed 50% 
of capital and surplus. 

Mutual savings and cooperative banks, Federal savings and loan asso¬ 
ciations, trust accounts and investment corporations, pension funds, in¬ 
surance companies, and similar institutions and funds — not to exceed 
10% of total resources. 

Corporations organized for profit, and dealers and brokers—not to ex¬ 
ceed 50% of ^et worth. 

Individuals—not to exceed 50% of net worth or 100% of cash depos¬ 
ited with subscription. {Note: no preferred allotment was ma,de on such 
full-paid subscriptions.) 

The Treasury’s most effective remedy was on May 4, 1942, 
covering an offering of 23^^% Treasury bonds of 1962-67. The sub- 
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scription blanks specified that subscriptions by other than banking 
institutions should be accompanied by payment in full for the 
amount applied for and that all subscriptions from other than 
commercial banks would be allotted in full The Treasury’s fiscal 
agents scrutinized applications and rejected or reduced those which 
exceeded the disclosed net worth of the subscribers. 

To further regulate subscriptions and market supervision, the 
Federal Open Market Committee virtually requested dealers to 
refine their operations according to the Committee’s desires. 
That understanding between dealers and the Treasury was ap¬ 
plicable to the Fourth and Fifth War Loan offerings. It was a 
prescription to remedy the persisting headaches in market 
management. 

Briefly summarized, for the First, Second and Third War Loan 
offerings there were no restrictions on dealers’ subscriptions, al¬ 
though the Secretary of the Treasury reserved the right to modify 
or reject applications. For the subsequent War Loan offerings 
restrictions were applied as follows: 

Fourth War Loan— Dealers were requested to limit subscriptions to 
the amount they would be able to retail to customers, other than com¬ 
mercial banks, for investment after the drive had closed, and for invest¬ 
ment of their own idle funds. 

Fifth War Loan— Subject to the same restrictions as prescribed in 
the Fourth War Loan, but allotments to dealers were based on their rec¬ 
ord of sales to investors of the Fourth War Loan during a specified time 
limit. 

Sixth War Loan —Dealers’ subscriptions were limited to an amount 
not in excess of (a) 50% of their net worth, or (b) the amount of securities 
included in the Fifth War Loan drive sold by them directly to customers 
other than commercial banks and dealers and brokers during the first 
thirty days following the close of the Fifth War Loan drive, whichever was 
greater. All banking institutions were requested to “take appropriate 
steps to help prevent subscriptions being submitted for the purpose of 
acquiring securities for resale shortly after the drive and to decline to 
make loans to finance speculative subscriptions or any other loans on 
Government securities which cannot be paid out of anticipated income 
within a period not exceeding six months.” 

Seventh War Loan —Regulations upon dealers’ subscriptions were 
more stringent, specifying that a dealer’s subscription should not exceed 
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(a) the amount of Treasury 23^% bonds of 1965-70 and 23^% bonds of 
1956-59 they had sold outright to customers other than other dealers and 
brokers in the forty-five day period following the close of the Fourth War 
Loan drive, or (b) 40% of the dealer’s net capital, whichever was greater; 
and in no case should the subscription exceed the amount which the dealer 
expected to sell outright to customers other than other dealers and brokers 
within ninety days after the close of the drive on June 30,1945. 

Victory (Eighth) Loan —Dealers’ subscriptions were limited to the 
same extent as set forth in the Seventh War Loan drive, based upon 
sales of securities offered in the Fourth War Loan drive, or 40% of the 
dealer’s net capital, and expected sales to customers within ninety days 
after the close of the drive on December 8,1945. 

ALLOTMENTS TO BROKERS AND DEALERS 


First War Loan. 

(000,000 ' 

. $886 

omitted) 

Fifth War Loan. 

.$533 

Second War Loan. 

. 544* 

Sixth War Loan. 

. 317 

Third War Loan. 

. 894 

Seventh War Loan. 

. 286 

Fourth War Loan. 

. 433 

Victory (Eighth) Loan. 

. 310 


*Sales for own investment only. This segregation was not made in official figures for the 
other seven loans. 
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1930-1945 

(Numerals to the right of the decimal point represent SSnds.) 


Payments 


A'p'prosdmate Market 

Market 

Market 

Required to 

Market 

$0 

90 

6 

Accompany 

First Day 

Days 

Days 

Months 

Dealer 

of Trading 

1930--No Bond Offerings 

1031 

3?4% Due: Mar. 16,1941-43 

Later 

Later 

Later 

Subscriptions 

Offered: Mar. 2,1931 100.23 

31^% Due: June 15,1946-49 

101.7 

102.27 

102.8 

— 

Offered: June 1,1931 101.3 

3% Due: Sept. 15,1951-55 

101.13 

100.26 

91.4 

— 

Offered: Aug. 31,1931 99.18 

1932—No Bond Offerings 

1933 

Due: Aug. 1,1941 

94.17 

87.30 

89.29 

f 


Offered: July 31,1933 100.16 

101.16 

99.26 

100.12 

r 

Offered: Oct. 16,1933 101 

(Cash Offering at 10134) 

1934 

3Ji% Due; April 15,1944-46 

99.20 

100 

102.24 


Offered:A pril 4,1934 101.11 

(Exchange Only) 

3% Due: June 15,1946-48 

102.11 

103.11 

100.24 


Offered .‘June 4,1934 100.20 

3J<% Due: Aprh 15,1944-46 

101.30 

99.9 

100.10 

5 % 

Offered: Sept. 10,1934 100,11 

(Additional Issue—Exchange Only) 
334% Dec. 15,1949-52 

102.8 

102.20 

105.1 

' 

Offered: Dec. 3,1934 101.7 

1935 

2J4% Due: Mar. 15, 195576 O 

102.24 

104.8 

104.24 

5 % 

Offered: Mar. 4,1935 100.22 

(Exchange Only) 

^%% Due: Mar. 15,1955-60 

101.8 

101.14 

99.13 

— 

Offered ; April 22,1935 101.19 

(Additional Issue—Exchange Only) 
3% Due: June 15,1946-48 

101.14 

101.4 

100.4 

— 

Offered: May 27,1935 103,4 103.21 

(Additional Issue at Average Price 103.4) 

102.2 

102.13 

— 
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Approximate Market 

Market 

Market 

Payments 
Required to 

Market SO 

90 

6 

Accompany 

First Day Days 

Days 

Months 

Dealer 

1935 — Continued of Trading Later 

Later 

Later 

SuhscripUoru 

3% Due: June 15,1946-48 

Offered: June 24, 1935 103.24 103.27 

101.25 

102.30 


(Additional Issue at Average Price 103.18) 
%%% Due: Mar. 15,1955-60 

‘ Offered: July 15,1935 101.26 100.23 

100.3 

100.19 


(Addition^ Issue at Average Price 101.19) 
2>g% Due: Mar. 15,1955-60 

Offered: July 29,1935 101.19 99.27 

100.1 

100.9 


(Additional Issue at Average Price 101.18) 
Due: Mar. 15,1955-60 

Offered: Aug. 12,1935 100.26 99.21 

99.30 

100.23 


(Additional Issue at Average Price iOO.25) 
2%% Due: Sept. 15,1945-47 

Offered: Sept. 3,1935 100.2 100.22 

100.19 

102.9 


(Exchange Only) 

Due: ^ Sept. 15,1945-47 

Offered: Dec. 2,1935 100.19 101.8 

102.18 

103.17 

5% 

(Additional Issue) 

1936 

25^% Due; Mar. 15,1948-51 

Offered: Mar. 2,1936 101.8 101.26 

102 

102.31 

5% 

2M% Btcte: June 15,1951-54 

Offered: June 1,1936 101.4 101.4 

102.3 

102.23 

10% 

^%% Due: Sept. 15,1956-59 

Offered: Sept. 8,1936 101.8 101.4 

102.17 

102.24 

10% 

2J^% Due: Dec. 15, 1949-53 

Offered: Dec. 7,1936 101 101.17 

100.25 

97.25 

10% 

1937 

23^% Dub: Dec. 15,1949-53 • 

Offered: Mar. 8,1937 100.19 96.29 

97.26 

97.13 


(Additional Issue—Exchange Only) 

Due: Dec. 15,1945 

Offered: Dec. 6,1937 101.26 102.29 

103.23 

105.29 

10% 

1938 

Due: Sept. 15,1948 

Offered: Mar. 7,1938 101.23 101,2 

104.7 

104.8 


(Exchange Only) 

25^% Due: June 15,1958-63 

OffebIed: June 6,1938 101.22 102 

102.2 

102.13 


(Exchange Only) 

2}^% Due: Sept. 15,1950-52 

Offered: Sept. 8,1938 100.30 102.15 

102.24 

104.19 

10% 

2% Due: Dec. 15,1947 

Offered: Dec. 5,1938 101.22 102.10 

103.11 

105.30 

_ 

(Exchange Only) 

Due: Dec. 15,1960-65 

Offered: Dec. 5,1938 101.20 102.27 

103.28 

108.5 

10% 
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Payments 

Approximate 

Market 

Market 

Market 

Required to 

Market 

30 

90 

6 

Accompany 

First Day 

Days 

Days 

Months 

Dealer 

1939 of Trading 

%%% Dub: Dec, 15,1960-65 

Later 

Later 

Later 

Subscriptions 

Offered: Mar. 6,1939 104.14 104.13 

(Additional Issue at 102J^—Exchange Only) 
23^% Due: Sept. 15,1950-5$i 

107.23 

101.20 


Offered: Mar, 6,1939 104.17 104.13 

(Additional Issue at 102}^—Exchange Only) 
2 % Dub: Dec. 15,1948-50 

107.5- 

100.20 


Offered: Nov. 28,1939 101.30 

2K% Due: Dec. 15,1951-53 

103 

103.5 

101.20 

10 % 

Offered: Dec. 12,1939 101.22 

(Exchange Only) 

1940 

Dub: June 15,1954-56 

103.9 

103.30 

102.4 


Offered: July 11,1940 102.6 

2 % Due: June 15,1953-55 

102.7 

103.27 

105.11 

10% 

Offered: Sept. 25,1940 101.20 

(Exchange Only) 

1941 

2 % Dub: Mar. 15,1948-50 ' 

102.2 

104.21 

102.22 


Offered: Feb. 25,1941 100,24 

(Exchange Only) 

2H% Dub: Mar. 15,1952-54 

Offered: Mar. 19,1941 101.6 

234% Due: Mar. 15,1956-58 

101.2 

102.9 

103.12 


103.12 ^ 

104.19 

105.14 

10% 

Offered: May 22, 1941 102.24 

2J4% Due: Sept. 15,1967-72 

103.16 

104.15 

104.27 

10% 

Offered: Oct. 9,1941 ,103.4 

234% Due: Sept. 15,1967-72 

103.11 

100.4 

101.9 

10% 

Offered: Dec. 4,1941 101.8 

(Additional Issue) 

2 % Due: Dec. 15,1951-55 

100.3 

100.14 

101.6 

10% 

Offered: Dec. 4,1941 101.15 

1942 

2 % Dub: June 15,1949-51 

100.7 

100.2 

100.14 

10% 

Offered: Jan. 12,1942 100,20 

(Exchange Only) 

2J4% Due: June 15,1952-55 

100.15 

101.9 

100.8 


Offered: Feb. 13, 1942 100.21 

2 % Due: Sept. 15,1949-51 

100.31 

101.3 

100.31 

10% 

Offered: May 4,1942 100.5 

2H%/Dub: June 15,1962-67 

100.17 

100.5 

100.7 

10% 

Reg’dlOFFERBD:May 4,1942 100.10 

2 % Due: Dec. 15,1949-51 

100.2 

100.15 

100.16 

InfuU 

Offered: July 8,1942 100.3 

100.3 

100.4 

100.20 

10% 
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Approximate 

Market 

Market 

Market 

Payments 
Required to 

Market 

SO 

90 

6 

Accompany 

^ 1 Day 

Days 

Days 

Months 

Dealer 

1942—Continued 0 / Trading 

Later 

Later 

Later 

Subscriptions 

23^%/Dub: June 15,1962-67 

Reg’d\OFFERED: Aug. 3,1942 100.4 

100.12 

100.12 

100.20 

InfuU 

(Additional Issue) 

2% Due: Mar. 15,1950-52 

Offered: Oct. 8, 1942 100.1 

100.1 

100.17 

100.8 

5% 

War Loan Drive I 

2J4% Dub: Dec. 15,1963-68 

Offered: Nov. 30,1942 100.1 

100.15 

100.10 

100.20 

InfuU 

1M% Due: June 15,1948 

Offered: Nov. 30,1942 100.1 

100.7 

100.14 

100.28 

InfuU 


1943 

War Loan Drive II 

2M% Due: June 15,1964-69 

OppERBD:AprUl2,1948 100.4 100.17 100.9 lOO.S In full 

2% Due: Sept. 15.1950-52 

OppERED:Aprai2,1943 100.7 100.28 100.19 100.15 In full 

War Loan Drive III 

Dub: Dec. 15,1964-69 


Offered: Sept. 9,1943 

100.3 

100.2 

100 

100.3 

InfuU 

2% Due: Sept. 15,1951-53 

Offered: Sept. 9,1943 

100.6 

100.4 

100.5 

100.14 

InfuU 

2H% Dub: Dec. 15,1964-69 

Offered: Oct. 6,1943 

100.4 

ioo.i 

100 

100.3 

InfuU 

(Additional Issue—Exchange Only) 
2% Due: Sept. 15,1951-53 

Offered: Oct. 6,1943 100.7 

100.3 

100.6 

100.14 

InfuU 

(Additional Issues) 

1944 

War Loan Drive IV 

2J^% Dub: Mar. 15,1965-70 

Offered: Jan. 18,1944 

100.1 

100.4 

100.1 

100.8 

InfuU 

St}4% Diote: Sept. 15,1956-59 

Offered: Jan. 18,1944 

100.2 

100.3 

100.9 

100.16 

In full 

%y 2 % Due: Mar. 15,1965-70 

Offered: Mar. 2,1944 

100.3 

100.3 

100 

100.13 

InfuU 

(Additional Issue—Exchange Only) 
Due: Sept. 15,1956-59 

Offered: Mar. 2,1944 100.3 

100.8 

100.6 

100.20 

In full 


(Additional Issue—Exchange Only) 
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Payments 


Approximate Market 

Market 

Market 

Required to 

Market 

SO 

90 

6 

Accompany 

First Day 

Days 

Days 

Months 

Dealer 

1944 — Continued of Trading 

Later 

Later 

Later 

Subscriptiom 

Loan Drive V 

Due: Mar. 15,1965-70 

Offered: June 12,1944 100.1 

100.7 

100.5 

100.21 

In fuU 

(Additional Issue) 

2 % Dub: June 15,1952-54 

Offered: June 12,1944 100.8 

100.13 

100.14 

100.19 

In full ^ 

War Loan Drive VI 

2 }^% Due: Mar. 15,1966-71 

Offered; Nov. 20,1944 100.5 

100.25 

101.4 

101.19 

InfuU 

2 % Due: Dec. 15,1952-54 

Offered: Nov. 20,1944 100.9 

100.22 

102.2 

103.7 

In full 

2H% Due: Mar. 15,1966-71 

Offered: Nov. 20,1944 100.5 

100.25 

101.4 

101.19 

In full 

(Additional Issue—Exchange Only) 
2 % Due: Dec. 15,1952-54 

Offered: Nov. 20,1944 100.9 

100.22 

102.2 

103.6 

In full 

(Additional Issue—Exchange Only) 

1945 

War Loan Drive VII 

lW7o Dub: Dec. 15,1960 

OiTBEED:May 14,1945 101.11 

101.6 

101.10 

101.18 

In full 

Dxje: June 15,1959-62 

Offered; May 14,1945 101.14 

101.9 

100.21 

100.28 

In full 

Due: June 16,1967-72 

Offered: May 14,1945 101.14 

101.10’ 

100.24 

101.15 

InfuU 

VicTORT (Eighth) Loan Drive 

2Ji% Dve: Dec. 15,1959-62 

Offered: Oct. 29,1945 100.19 

101.27 

103.7 

102.25 

InfuU 

2}4% Dub: Dec. 16,1967-72 

Offered: Oct. 29,1945 101 

102.18 

104.29 

103.30 

In fuU 


Note : See Section V, Page ^65, for detailed description of foregoing bond offerings. 
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HOW THE INDEBTEDNESS INCURRED BY 
THE COLONIES DURING THE REVOLUTION¬ 
ARY WAR WAS LIQUIDATED 


T he following summaey was prepared in 1923 by the Treas¬ 
ury Department for C. F. Childs and Company: 

The Revolutionary War was financed largely by: (1) foreign loans; 
(2) aids and subsidies granted by France and Spain; (3) domestic loans; 
(4) the issue of irredeemable paper money; and (5) loans floated by the 
individual Colonies. 

Foreign Loans 

France made four loans to the United States during and immediately 
after the war; Holland, four; and Spain, one, all of which were negotiated 
by the Continental Congress prior to 1790: 


FRANCE 


Date 

Amount* 

Interest Bxde 

When Due 

1777 

$ 181,500 

5% 

Indefinite. 

1778 

3,267,000 

5% 

12 annual installments from* the third 
year after conclusion of peace. 

1781-2 

1,815,000 

4% : 

10 annual instaUments from Nov. 5, 
1787. ’ 

1783 

1,089,000 

5% 

6 annual installments from Jan. 1, 


_ 1785. 

*Loans were made in livres valued between eighteen and nineteen cents in United States 
gold. 

The 18,000,000 livre ($3,267,000) loan was made in installments rang¬ 
ing over the period of 1778-1782, the advances in the latter year amount¬ 
ing to 6,000,000 livres. In the contract of July 16,1782, France remitted 
the arrears of interest on this loan to that date “—and from thence to the 
date of the treaty of peace—In this same contract France also agreed 
to bear the commissions and bank charges incident to the 10,000,000 
livre loan, which was in fact borrowed from Holland by France for the 
account of the United States. Franklin in transmitting this contract said, 
in part: “In reading the contract you will discover several fresh marks of 
the king’s goodness to us, amounting to the value of near two million 
(livres).” Due to the condition of the finances of the new Government 
interest payments on the loans from France, as well as the installments 
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on the principal, were not always made promptly, but the account, both 
principal and interest, with the exception of the interest remitted as 
shown above was ultimately settled in full. All amounts still unpaid in 
1795 were converted into domestic stock bearing interest at 43^ and 5 
per cent per annum. The per cent stock was all repaid in due course 
between 1807-1808, while the final payment was made on the 
cent stock in 1815. 

HOLLAND 


Date 

Amount* 

Interest Rate When Due 

1782 

$2,000,000 

5% 

5 equal annual installments from 1793-1797. 

1784 

800,000 

4% 

7 annual,installments from Feb. 1, 1801, 

(sold at a discount of 6.65%). 

1787 

400,000 

5% 

After 10 years; payable in 5 equal annual in¬ 
stallments from June 1, 1798, to June 1, 1802, 

1788 

400,000 

5% 

After 10 years; payable in 5 equal annual in¬ 
stallments from June 1, 1799, to Jiqie 1, 1803. 


*Loaiis were made in florins valued at about 40 cents in United States gold. 
All these loans were paid promptly. 


SPAIN 

Date Amount IrUeresi Rate When Due 

1781 $174,017 5 % Indefinite. Conditions given in letter from Reg¬ 

ister of the Treasury to Alexander Hamilton. 

This debt was settled by drafts on Amsterdam drawn during 1791- 
1793. 

These foreign loans of the Federal Government amounting to $10,098,- 
706 on January 1, 1790, were settled as described above in accordance 
with an Act of Congress passed on August 4, 1790. This act provided 
that, with the exception of $600,000, or so much thereof as might be 
appropriated from time to time, reserved for the ordinary governmental 
expenses, all collections from duties on imports and tonnage should be 
applied to the payment of the overdue, current, and future interest, and 
reduction of principal. It provided also for a loan by the President of not 
more than $12,000,000, the proceeds of which were to be used to liquidate 
the foreign debt. In accordance with the provisions of this act, and the 
Act of August 12, 1790, providing for an additional loan of not over 
$2,000,000, loans amounting to $9,400,000 were secured in Amsterdam 
and Antwerp, between 1790 and 1794. These loans were all repaid in in¬ 
stallments between 1800 and 1809. 

Aids and Subsidies 

In addition to the loans described above there were certain aids and 
subsidies granted by the French King to the American Colonies. In these 
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subsidies Spain participated to the extent of 1,000,000 livres. The amounts 
and dates of these subsidies are as follows: 

In 1776 from France . . 2,000,000 livres 
In 1776 from Spain . . . 1,000,000 livres 
In 1777 from France . . 2,000,000 livres 
In 1781 from France . . 6,000,000 livres 

11,000,000 livres—equal to $1,996,500. 

Thus the gifts from France amounted to $1,815,000. 

The first subsidy from France of 2,000,000 livres and the subsidy of- 
1,000,000 from Spain were handled by M. Caron de Beaumarchais, who 
carried on his work under the guise of a Spanish trading company by the 
name of Roderigue Hortales and Co. The others were negotiated through 
Benjamin Franklin. So far as the records of the Treasury show there was 
never any misunderstanding over the gratuities granted by the French 
King to the United States through Benjamin Franklin, in amount of 
8,000,000 livres. Moreover, the mutual claims of France and the United 
States have been the subject of several treaties between the parties, but 
no reference is found to any supposed debt to Prance originating in the 
support given by France to the United States in the Revolutionary War. 
The earliest of these treaties was the one of September SO, 1800, followed ‘ 
by that of April 30, 1803, ceding Louisiana to the United States. 

A dispute, however, arose between Beaumarchais and Congress over 
the claims of the former. He made large shipments of munitions and sup¬ 
plies to this country for the use of the Revolutionary Army aggregating 
over 6,000,000 livres, according to Bayley’s History of the National Loans 
of the United States. These were afterwards the subjects of claims pre¬ 
sented by Beaumarchais and his heirs. Settlement was finally made in 
1835 by the payment of 810,000 livres to his heirs. Mr. Bayley made a 
careful investigation of the claims of Beaumarchais against the United 
States and in stating the account in the volume referred to shows an 
overpayment by the United States of 1,426,787 livres (about $250,000). 

Domestic Loans 

In addition to funds secured through loans and subsidies. Congress 
incurred indebtedness at home, which was estimated by Hamilton at 
over $40,000,000 on January 1,1790, and consisted of the following items: 

Principal 

(mcluding Continental Bills of Credit at depreciated value) $28,858,180 


Arrearage in interest at close of war. 13,170,117 

Due to Foreign officers for service in the American Army. 186,988 

Balance due France for military supplies. 24,336 

Miscellaneous. 450,395 


Total $42,690,016 
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The Act of Congress of August 4, 1790, also provided for the refunding 
of this domestic debt through the flotation of a loan equal to the full 
amount of such debt. Subscriptions to this loan were payable in any of 
the following obligations previously issued by the Continental Congress: 

1. Those issued by the Register of the Treasury. 

Those issued by the commissioners of loans according to the Act of January 
1779, in exchange for bills of credit emitted May 20, 1777, and April 11, 
1779. 

S. Those issued by commissioners to adjust the accounts of quartermasters and 
other supply oflGicers. 

4. Those issued by commissioners to adjust accounts in different States. 

5. Those issued by the paymaster-general. 

6. Those issued for the payment of loans, or indents for interest due. 

7. Continental Bills of Credit at the ratio of 100 to 1. 

Irredeemable Paper 

The Continental Bills of Credit consisted of irredeemable paper cur¬ 
rency issued by the Continental Congress. Jefferson estimated that be¬ 
tween June 22, 1775, and November 29, 1779, more than $200,000,000 
was issued, and that its specie value at the various dates of issue was 
about $36,000,000. The Refunding Act of August 4,1790, provided that 
this paper currency could be used in payment of subscriptions to a na¬ 
tional loan at the ratio of 100'to 1. Holders of this currency were given 
until December 31, 1797, and no longer, to convert. It appears that the 
holders of continental currency to the amount of $168,280,219 took ad¬ 
vantage of the provision for funding it, receiving therefor $1,682,802. 

Loans of Colonies 

In addition to the indebtedness incurred by the Continental Congress, 
each of the thirteen colonies, on its own account, issued obligations dur¬ 
ing the period of hostilities estimated by Hamilton on incomplete figures 
at $25,000,000. His recommendation that the Federal Government fund 
this indebtedness created dissension in Congress and was adopted by a 
majority of only two votes. As finally passed, the Act of August 4,1790, 
provided for a total loan of $21,500,000 into which the obligations in¬ 
curred by the colonies for Revolutionary purposes only could be con¬ 
verted. A maximum amount of this loan, payable in its obligations, was 
allocated to each colony, and it was provided that in case the maximum 
amount so allocated should exceed the amount of the actual indebted¬ 
ness represented by outstanding State obligations, only the actual amount 
should be assumed. In the carrying out of the provisions of this act so 
qualified, the amount finally assumed by the Federal Government was 
$38,271,786, but of this only $17,845,098.85 was ever converted into 
United States securities. The indebtedness of some of the colonies did 
not reach the maximum allocated to them, some of the certificates of in- 
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debtedness issued after January 1790 were not provided for in the law, 
and many obligations of various sorts were never presented for exchange. 

In accordance with the provisions of the Act of August 4, 1790, for the 
refunding of the domestic debt and that part of the State debt which was 
assumed by the Federal Government, $30,088,397.75 in 6% stock, 
$14,649,328.76 in stock bearing interest at 6% after 1800, and $19,719,- 
237.39 in 3% stock was issued during the years 1791-1832, making a 
total of $64,456,963.90. Practically all of this stock was retired by 1836. 



HISTORY OF THE SINKING FUND 


A Summary of the History of the Sinking Fund Applicable to 
Our National Debt from Time to Time 


I N 1911 the Secretary of the Treasury, Franklin MacVeagh, 
transmitted a recommendation of legislation as to the sinking 
fund, which we quote in part as follows: 

The existing legislation from the date of its inception in the Act of 
February 25, 1862, down to the present time, has been more honored in 
the breach than in the observance. The Act which was designed to create 
the fund was passed during the Civil War as a means of strengthening 
the public credit when the country was in direst need. It provided that the 
receipts for customs dues should be set apart as a special fund, which 
after the payment of the interest on the public debt should be devoted to 
the purchase or payment of 1% of the entire debt in each fiscal year, and 
that the interest on the debt so purchased or paid should likewise be ap¬ 
plied to the purchase or payment of the debt. The residue of the customs 
receipts was to be turned into the Treasury. 

For several years following the passage of the law the Government was 
a borrower of large sums of money and the public debt continued to in¬ 
crease. Until 1869 not only was no special fund set apart and applied to 
the payment of the public debt, but no separate accounts were instituted 
to show what the fund would be in case of compliance with the provisions 
of the law. 

Since 1869 the sinking fund has had an imaginary existence in the re¬ 
ports of successive Secretaries of the Treasury, where tables have ap¬ 
peared from time to time indicating the aggregate sum which the sinking 
fund requirements would have attained if, since that year, 1% of the 
public debt had annually been set aside and the interest upon the bonds 
retired had accumulated uninterruptedly. 

Redemptions and purchases of securities have only been made and 
additions have only been credited to the fund in years when the revenues 
exceeded the expenditures, and when the Secretary of the Treasury saw 
fit to purchase or repay outstanding securities. During some years scarce¬ 
ly any additions to the fund have been made; in others, the increments 
have exceeded its annual requirements. 

On all of these accounts, because of the lax enforcement of the law 
during the half century of its existence, because of the contradictory and 
confusing interpretations which have been placed upon it, and above all 

4 . 0 ^ 
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because its provisions could not reasonably be enforced except in periods 
of surplus revenue, I commend the repeal of the sinking fund laws and 
the substitution of an authorization for the Secretary of the Treasury, in 
his discretion, to use surplus moneys for the purchase or redemption of 
the public debt. 


Extracts from two Reviews 
Prepared by the Treasury Department in 192S and 
for C. F. Childs and Company 

According to a letter in 1923 from S. Parker Gilbert, Jr., Under 
Secretary of the Treasury: 

“The statement of the Treasurer of the United States, January 21,1869: 

“Congress, as early as 1775, took measures for retiring the continental 
currency, and taxed each State its quota of $6,000,000 a year, for eight¬ 
een years, as a fund for the payment of the continental war debt. This 
measure was of no avail, as the specie value of such a fund was infinitesi¬ 
mal as a means of redemption. All measures under the confederation 
failed to establish the credit of the nation, and it was not until the adop¬ 
tion of the financial system projected by Hamilton, the first Secretary of 
the Treasury, that, by the creation of a fund, continually replenished 
from the revenue, the ultimate redemption of the debt was insured and 
confidence in the good faith of the Government was established. Through 
his foresight and sagacity a system was created which canceled the debt 
of two foreign wars, and out of confusion and worthlessness brought sta¬ 
bility and security, and upon the foundation then laid today rests securely 
the world-wide confidence in the sacredness of our public debt. 

“In accordance with his recommendation. Congress, in 1790, devoted 
the proceeds of the public lands to the payment of the debt, and the sur¬ 
plus of duties on merchandise and tonnage to the purchase of the debt at 
market rates, if not above par; the purchases to be made under the direc¬ 
tion of the President of the Senate, the Chief Justice, the Secretary of 
State, (Secretary) of the Treasury, and the Attorney General, or any 
three of them, who were, in 1792, made commissioners of the fund cre¬ 
ated for the riedemption of the debt; this fund was, by Act of March 3, 
1795, first denominated the sinking fund, by law. 

*‘Up to 1817, various receipts were appropriated to the fund; the rev¬ 
enue from the duty on spirits and stills, dividends from bank stock owned 
by the United States, money received on account of transactions prior to 
the present Constitution, and money not appropriated, remaining in the 
Treasury at the close of each calendar year. By the Act of March 3,1817, 
so much of former acts as related to appropriations for the purchase of 
the principal and payment of the interest of the funded debt was re- 
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pealed; an annual appropriation of $10,000,000 was made to the sinking 
fund; and all certificates of the public debt which had been purchased 
were directed to be destroyed, and no further payment of principal or 
interest of debt, the certificates of which had been destroyed, was allowed. 

“By the Act of July 4,1836, the duties and powers of thecommissioners 
of the sinking fund were suspended until revived by law. Up to the latter 
date, for a period of nearly half a century, by means of this fund, all the 
expenditures on account of the public debt had been made, 

“The payments on account of the public debt, from 1789 to 1836, when 
the sinking fund was abolished, amounted to $417,5^6,437.87, including 
the principal and interest. Of this there was redeemed, up to 1817, 
$218,810,074.25, and under the Acts of March 3 and April 24,1817, there 
was appropriated to the interest and redemption of the debt, $198,716,- 
363.62, making the total as above. 

“On the first of January 1835, about $37,000 of unclaimed, unfunded 
debt. Treasury notes and Mississippi stock, remalined outstanding; and 
this was the amount of the public debt remaining unpaid when the duties 
of the commissioners of the sinking fund were suspended.’’ 

The Act of February 25, 1862, which provided for the issue of United 
States notes, for their funding, and for funding the floating debt, also 
provided that all duties on imported goods should be paid in coin which 
shotild be set apart as a special fund. This fund was to be applied first to 
the payment in coin of the interest on the bonds and notes of the United 
States. Coin in excess of the amount needed for that purpose was to be 
used as a sinking fund for the redemption or purchase of 1% of the en¬ 
tire public debt outstanding at the first of each fiscal year. Interest on the 
securities so acquired was to be added to this fund. This provision of 
the law establishing the old “sinking fund” was'repealed by the Act of 
March 3, 1919. 

, An effort was made in the House of Representatives in 1868 to create 
a board of commissioners of the sinking fund to carry out the provisions 
of the sinking fund referred to above. The resolutions relative to this 
matter, however, were not adopted. Although various Secretaries of the 
Treasury recommended the repeal of the sinking fund and the substitu¬ 
tion therefor of legislation more consonant with actual conditions and 
accepted practice it was not finally repealed until March 3, 1919. 

The Victory Liberty Loan Act, approved March 3, 1919, provided for 
the creation of a cumulative sinking fund amounting annually to 23 ^% 
of the aggregate amount of Liberty bonds and Victory notes outstanding 
on July 1, 1920, less an amount equal to the par value of obligations of 
foreign Governments held by the United States on that date. To this 
amount is to be added the amount of the interest which would have been 
payable on bonds and notes purchased, redeemed or paid out of the sink¬ 
ing fund, during tli'alt or previous years. The average cost of the bonds 
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and notes purchased shall not exceed par and accrued interest. The pri¬ 
mary annual appropriation under these provisions is $253,404,864.87. 

According to Under Secretary of the Treasury D. W. Bell’s 
letter to C. F. Childs and Company in 1944: 

The present cumulative sinking fund, established by Section 6 of the 
Victory Liberty Loan Act. . . was made applicable to the retirement of 
bonds and notes issued under the four Liberty Bond Acts or the Victory 
Liberty Loan Act, and outstanding on July 1, 1924; this provision has 
twice been changed, by the Act of March 2, 1923, so as to include any 
bonds and notes thereafter issued for refunding purposes, and by the Act 
of January 30,1934, so as to make it apply to any bonds and notes issued 
under the Acts. The Act of May 29,1928, repealed the requirement for a 
separate annual report to the Congress. 

Additional appropriations for the fund were authorized by the Emer¬ 
gency Relief and Construction Act of July 21,1932, and by the National 
Industrial Recovery Act of June 16, 1933, which according to the Sec¬ 
retary’s report for the fiscal year 1940 provided for annual additions to the 
sinking fund appropriations in amounts equal to 2}^% of the aggregate 
expenditures under Title III (Public Works) of the former act, and 2)^% 
of the aggregate expenditures under Title II (Public Works and Con¬ 
struction Projects) of the latter act. 

Between 1932 and 1940 the operations of the cumulative sinking fund 
were confined largely to the payment of maturing bonds and notes pre¬ 
sented to the Treasury for cash redemption. Inasmuch as most bonds and 
notes maturing during the period were refunded into new securities, the 
sinking fund appropriations were allowed to accumulate, since to have 
exhausted the full credit available by redeeming maturing securities for 
cash would have required a corresponding increase in the cash offerings of 
securities without changing the net amount of the public debt outstand¬ 
ing . . . The Revenue Act approved June 25, 1940, established a special 
fund for the retirement of the national defense series of Treasury 
obligations. 

During the fiscal years 1921 through 1943, the transactions on 
account of the cumulative sinking fund totaled $6,214,682,750 par 
value securities retired (principal cost, $6,206,997,993). 

There were no expenditures on account of the sinking fund for 
the fiscal years 1944 and 1945, and accordingly the entire cumula¬ 
tive balance was carried forward. 

The,following table briefly shows the derivation of the annual 
appropriations, which, added to the unexpended balances brought 
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forward from prior years, estabKshes the total appropriation for 
the year: 

Available for Expenditure: 

(a) Unexpended balance forwarded from fiscal year 1944. $4,349,736,614.55 

(b) Appropriation fiscal year 1945: 

1. Initial credit: 

Under Victory Liberty Loan Act. $253,404,864.87 
Under Emergency Relief and 

Construction Act. 7,860,606.83 ^ 

Under National Industrial 

Recovery Act. 80,197,796.26 

2. Secondary credit*. 246,161,682.49 587,624,950,45 

3. Total available 1945.$4,937,361,565.00 

Securities retired in 1945 . 

Unexpended balance June 30, 1945 $4,937,361,565.00 

*Tlie interest which would have been payable during the fiscal year for which the ap¬ 
propriation is made on the bonds and notes purchased, redeemed, or paid out of the sinking 
fund during such year or in previous years. 









ALABAMA CLAIMS 


I N 1924, when Great Britain was making payment of her World 
War debt to the United States, the subject of the “Alabama 
Claims” was resurrected by a foreign citizen who insinuated that 
the fund received by the settlement was not paid to claimants and 
distributed but was retained in the United States Treasury. 

The Steamship “Alabama,” after her escape from Liverpool, 
commenced her raid on American commerce. The blame was di¬ 
rected upon England and she admitted her responsibility for allow¬ 
ing the vessel to put to sea, which made her liable for the damage 
done. The case was submitted to an Arbitration Board in 1872 to 
determine the amount of the award. In preliminary discussion in 
Congress, Charles Sumner, the American statesman, estimated the 
private claims would total $15,000,000, and that the national loss 
to America was approximately $110,000,000, based upon a calcu¬ 
lation of $40 for each ton of shipping loss directly attributed to 
the depredations of the “Alabama.” The Arbitration Board, ap¬ 
pointed by Great Britain and the United States, known as the 
Geneva Tribunal of Arbitration, affixed the final award at $15,- 
500,000, which Great Britain accepted and paid. 

By Act of Congress, March 3,1873, it was provided that imme¬ 
diately upon payment of the award the money should be paid “to 
the Treasury and used to redeem as far as it may the public debt 
of the United States. An amount equal to the debt so redeemed 
should be invested in the 5% bbnds of the United States to be 
held subject to the future disposition of Congress.” On March 30, 
1873, the British Government entered into a contract to provide 
$15,500,000 m gold on the 10th of September, ia Washington. 

The factual story 'prepared by the Treasury Department for 
C. F. Childs and Company 'was summarized as follows: 

The Tribunal of Arbitration did not pass on the individual claims of 
citizens of the United States, nor make any awards to individual claim- 


411 



412 Concerning U. S. Government Securities 

ants, but made a single award of $15,500,000 to the United States as a 
nation. 

A “Court of Commissioners of Alabama Claims” was established by 
the Act of Congress of June 23, 1874, which authorized judgments as 
follows: 

First Class: Claims directly resulting from damage done on the high 
seas by Confederate Cruisers during the rebellion; including vessels and 
cargoes attacked on the high seas, although the loss or damage occurred 
within four miles of the shore. 

Second Class: Claims for the payment of premiums for war risk, 
whether paid to corporations, agents, or individuals, after the sailing of 
any Confederate Cruiser. 

Of the principal of $15,500,000 received from Great Britain under the 
Geneva Award, there was left, after the payment of judgments amount¬ 
ing to $8,350,000, the sum of $7,150,000. Bonds for $9,553,800, represent¬ 
ing said $7,150,000, and $2,403,800 accumulated interest, were canceled 
March 31, 1877, and said sum of $9,553,800 was covered into the Treas¬ 
ury to await action by Congress authorizing payments of other claims 
thereon as all the judgments under the Act of June 23, 1874, had been 
paid. 

Congress authorized additional judgments by the Acts of June 5,1882, 
and June 2, 1886, which provided for closing up of the business of the 
Court of Commissioners of Alabama Claims, and the remaining balance 
of the Geneva Award fund aggregating $10,089,804 was specifically ap¬ 
propriated for the further and final payment of the Alabama Claims. 

The sums so appropriated were as follows: 


Principal and accumulated interest, covered into the Treasury 

March 31, 1877. $ 9,553,800 

Additional interest covered into the Treasury June 30, 1877. 123,305 

Balance from bonds sold to pay judgments... 26,799 

Premium realized from the sale of bonds. 385,100 

Realized from sale of furniture and property. 800 

Total $10,089,804 

The payments made from the Geneva Award were as follows: 

Paid on judgments undpr Act of June 23, 1874. $ 8,350,000 

Paid on judgments under Act of June 2, 1886. 10,079,911 

Balance of trust fund payable to claimants.. 9,893 

Total applied to payment of Alabama Claims $18,439,804 


It will be noted, therefore, tlbat the amount of the award of $15,500,000 
paid by Great Britain, with accretions of $2,939,804 arising from interest 
earned by investment of the original sum in United States bonds be¬ 
tween September 9,1873, and March 31, 1877, when the bonds were can¬ 
celed, amounting to the total sum of $18,439,804, has been paid out of 
the Treasury to claimants, with the exception of the sum of $9,893, which 
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is held in trust for certain allottees who have not applied for their pro 
rata share of the balance made available for distribution to them under 
a decision of the Supreme Court of the United States. 

The $9,893 remaining in the trust fund represents the portion of the 
supplemental distribution of $249,168 allotted to 857 judgments of the 
second class. On 757 of the judgments, the balance due in each case is less 
than $25. This sum of $9,893 is the unexpended amount under this trust 
fund which is available to meet the payment of any further sums that 
may be foimd due under the judgments to ascertained beneficiaries or 
their heirs. 

In recording the above sums we have disregarded the “cents.’ ’ 
The exact figure representing the trust fund is $9,892.99. That 
insignificant, undistributed balance, compounded at 4% interest, 
for the past forty-seven years, would amount to about $62,502, 
which is only a little more than enough to cover a commission 
charge of 34 of 1% for purchasing the amount of Liberty bonds 
which Great Britain tendered the United States as her annual 
installment of her World War debt to us. Great Britain in 1923 
paid us $161,000,000 to apply on her present indebtedness. There¬ 
fore, if the assumption of some of our friends could be properly 
entertained, namely, that $7,150,000 was never distributed (which 
if compounded at 4% for the last fifty-one years would equal 
$52,845,292) it would hardly amount to one-third of the install¬ 
ment sum which Great Britain owed and paid the United States 
in 1923. The above review of the facts is evidence that the United 
States Treasury approved and paid claims which totaled consid¬ 
erably more than the amount of the principal payment which 
Great Britain made to us. 



PANAMA CANAL 


U NDER THE administration of President Theodore Roosevelt, 
the Panama Canal was authorized by Act of Congress, ap¬ 
proved July 28, 1902. The rights, concession^, land grants, plans, 
unfinished work, and other property owned by the new Panama 
Canal Company of France were acquired for a cash payment of 
$40,000,000, the receipt of which was dated, Paris, June 16, 1904. 
By the same Act of Congress, authorization was given to acquire 
from the Republic of Colombia “upon such terms as he (the Pres¬ 
ident) may deem reasonable” perpetual control of a strip of land 
not less than six miles in width across the Isthmus and rights to 
construct a suitable canal. Colombia failed to ratify the Treaty of 
August 12, 1903, with the United States which had been partly 
negotiated. The revolution of November 3, 1903, resulted in the 
secession of the Province of Panama from the Republic of Colom¬ 
bia and establishment of the Republic of Panama. Under the 
terms of a subsequent treaty with the Republic of Colombia, 
signed April 6, 1914, and proclaimed March 30, 1922, the United 
States Government agreed to pay the sum of $25,000,000 to Co¬ 
lombia for the “settlement of differences.” 

A few days after the revolution President Roosevelt recognized 
the new republic and a treaty was signed on November 18, 1903 
(proclaimed February 26, 1904), in which the United States guar¬ 
anteed the independence of the Republic of Panama, and the 
United States was granted in perpetuity the use, occupation, and 
control of a zone of land ten miles wide across the Isthmusi to¬ 
gether with all rights, powers, and authority within the zone. As 
compensation the United States agreed to pay to the Republic of 
Panama the sum of $10,000,000* on the exchange of the ratification 
of the treaty, and $250,000 (in gold coin) annually during the life' 
of the treaty, beginning nine years after the date of ratification. A 

*Page 90, Section I (1904). 
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payment of $1,000,000 was made on April 29, 1904, and the sum ol 
$9,000,000 was paid May 19,1904. The first payment of $250,000. 
due February 26 each year, was made in 1913, and similar pay¬ 
ments were made until the year 1940, when the amoxmt was in¬ 
creased to $430,000 per annum. The reason was and is memorable. 
The Act of Congress which devalued the dollar caused the Panama 
Government to refuse payment in devalued dollars. The original 
agreement called for payment of $250,000 in gold. By treaty. 
March 2,1936, the Panamanian Congress agreed to accept 430,00C 
Balboas (Panamanian unit of currency), which was the approxi¬ 
mate equivalent of $430,000 in United States currency. Upon rat¬ 
ification of that treaty payment was made to the Panama Govern¬ 
ment of $2,580,000 for payments from 1934 to 1939, inclusive, a1 
the rate of $430,000 per annum. 

Merchant vessels of all nations pay tolls on the same basis. Ves¬ 
sels of war (except those of .the United States and the Republics 
of Panama and Colombia, which transit toU free) and other float¬ 
ing craft, except the merchant vessels, pay on their displacement 
at fifty cehts per displacement ton. The average ocean-going com¬ 
mercial ship pays about $4,000 in tolls for transit. 

According to the figures of the Treasury Department, from the 
beginning of the undertaking by the United States Government 
in 1908 through June 30, 1945, the amount expended for the con¬ 
struction of the Canal and for its maintenance and operation, in¬ 
cluding interest paid on Panama Canal loans, was $1,907,328,428. 
This sum also includes the payments to the Government of Pan¬ 
ama and the French Canal Company, but does not include the 
sum of $25,000,000 paid to the Government of Colombia. 

These expenditures were partly offset by receipts covered intc 
the Treasury totaling $590,443,233. From the opening of the Ca¬ 
nal to traffic in 1914, through June 30, 1945, total tolls collected 
amounted to $522,146,544. 



THE “TRADE DOLLAR” 


I N THE MIDST of international chaos which made possible only a 
meager amount of foreign trade with Government-guaranteed 
credit or on a quasi barter basis, and while bank markets in foreign 
“exchange” were virtually stagnated or nonexistent, there came an 
echo from Washington in 1942 which mentioned a trade dollar, 
for use throughout the Western Hemisphere. The experience of 
the United States with that monetary unit in former years re¬ 
flected little credit upon Congressmen for sponsoring a makeshift 
token, now interesting only to numismatists. 

Briefly, the American trade dollar was authorized by Congress 
in 1873 for export use. As its name signifies, it was for trading 
purposes in foreign lands, particularly China. Its status as legal 
tender in domestic payments up to $5 was repealed in 1876. Un¬ 
fortunately, recipients were either victimized by brokers at dis¬ 
count prices or ultimately disposed of them at the market value of 
their bullion content. The average redemption value for “un¬ 
chopped” pieces was about 75 cents by 1883. More misery than 
benefit resulted from the issuance of that coin. Until 1887 the 
Treasury permitted the exchange of trade dollars for standard 
dollars. Soon thereafter the Treasury also deserted them and 
treated trade dollars as having only bullion value. 

Prior to the adoption of the trade dollar, silver producing States 
had accumulated large amounts of the white metal. They needed 
a bolstering market for silver. Therefore, silver Tnim'ng interests 
and politicians in 1872 played their part in initiating the authoriz¬ 
ing legislation. Coinage was expected to support the price of silver 
bullion. When silver declined to a point where 378 grains of pure 
silver were worth less than one gold dollar, it was profitable to take 
silver to the mint for coinage into trade dollars for circulation. 
They were virtually forced into circulation by silver owners. Free 
coinage of the trade dollar was stopped in 1878. 
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The generally publicized excuse for creating the American trade 
dollar was to meet competition of the Mexican dollar which had 
previously entrenched itself in the Orient. The Mexican dollar was 
introduced to China in 1871 to compete with the Japanese trade 
dollar. American importers and exporters gladly introduced the 
new dollar to Chinese merchants for their own trade rather than 
rely on Mexican dollars for that purpose. Of a total coinage of 
36,000,000 pieces, about 30,000,000 went to China. 

The Chinese people had always shown a preference for the 
Spanish branded Carolus real of 1778. After Mexico became a re¬ 
public in 1824 the real was succeeded by the peso, which dollar 
subsequently became popular in China. While the American trade 
dollar was heavier in weight, its fineness of silver was less than in 
the Mexican dollar. The money changers stressed that lesser fine¬ 
ness. The Chinese schroffs, the native assayers, in their exchanges, 
fixed the true commercial value of the American trade dollar. 
When their melting pots disclosed the comparative values, that 
brought a quick end to the career of the American trade dollar in 
China, in spite of the decree of the Chinese Government to admit 
it upon equal terms with other foreign dollars in circulation. The 
realism of the Chinese money guild proved stronger than paper 
edicts of their Government. If our Congress had added to our 
trade dollar a few more grains of silver, the conquest of the Chi¬ 
nese trade at that time would have cost our nation little. 

Since the strife for financial and commercial supremacy in the 
distant battlegrounds of commerce and trade needed acceptable 
mediums of exchange, coins acquired a recognized metallic value. 
A steel die which stamps a disc of silver metal in excess of its bul- 
hon worth simply implies its true value. Paper currency which was 
not convertible into coin or bullion had no dependable correspond¬ 
ing value. To again expect that traders and merchants abroad 
would readily accept for their goods coined silver which merchants 
in the United States would not accept at face value in exchange 
for their goods, smacks of being a naive notion. 

While the nations of the world prefer their respective autono¬ 
mous currencies rather than an international unit, the capitalistic 
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system is expected Tiltimately to restore the gold standard for set¬ 
tling foreign trade balances. Meanwhile, any contemplated adop¬ 
tion of another trade dollar for the sake of redistributing or mone¬ 
tizing the Treasury’s vast accumulation of silver (1,360,000,000 
ounces free, April 1942) acquired at artificial prices, may need 
more public approbation than the public gave to the mandate of 
Congress for the politically prescribed purchase by the Treasury 
of that stock of silver. 

Another notable career of a trade doUar, created for the purpose 
of exchanging an acceptable coin for commodities in the Near 
East, was Austria’s introduction to Ethiopia and other nearby 
countries of the “Maria Theresa dollar.” That dollar was contin¬ 
uously minted, bearing always each year the same original mint 
date (1780), until its issuance ceased in 1933. When the Italian 
Government obtained those mint dies from Austria with the in¬ 
tention of carrying on their use in conquered Ethiopia, the coins 
promptly ceased to be acceptable. 



TAX EXEMPTIONS OF GOVERNMENT 
SECURITIES 


L iberty 33^s, as well as all United States Government bonds 
j outstanding in April 1917, were exempt both as to principal 
and interest from all Federal or State taxation (except estate and 
inheritance taxes). 

With the issuance of the Second Liberty Loan, Congress mate¬ 
rially modified the tax-exempt feature, whereby the bonds re¬ 
mained exempt from State and local taxes and from normal in¬ 
come tax, but were subjected to estate, inheritance, surtaxes and 
excess-profits and war-profits taxes on all incomes and earnings 
above the normal exemption ($5,000). Undistributed net incomes 
of corporations invested in United States bonds issued after Sep¬ 
tember 1, 1917, were not subject to the 10% tax imposed by the 
income tax law on net income remaining undistributed six months 
after the termination of the war. 

The same terms applied to the Third and Fourth Liberty Loans. 
However, with the issuance of the Fourth Liberty Loan additional 
exemption was granted. It was provided that the interest on 
$30,000 Fourth 4j^s should be exempt, until two years after the 
termination of the war, from surtaxes and excess-profits and war 
profits taxes. The taxpayer who subscribed for $30,000 of these 
bonds and still held them at the time of making his tax return 
would also receive exemption from such taxes for a like period as 
to the interest received after January 1, 1918, on an aggregate 
amount of $45,000 bonds of previous loans (not including' Liberty 
3j^s), and subscribers in lesser amounts would receive a propor¬ 
tionate similar exemption. The new exemptions were in addition 
to the exemptions granted under the Second Liberty Bond Act. 
Further, in addition to the exemption of interest from principal 
amounts of Fourth Liberty Loan bonds of $30,000 and of previous 
loans aggregating $45,000, there was also a provision for exemp¬ 
tion of interest received from a principal amount of $30,000 con- 


419 



4^0 Concerning U, S. Government Securities 

verted from First in the exercise of any privilege as a conse¬ 
quence of the issue of bonds of the Fourth Liberty Loan (Liberty 
First-Second 43>^s). 

The Victory Liberty Loan Act provided further exemptions of 
Liberty bonds from surtaxes and excess-profits and war-profits 
taxes, whereby (1) income received on and after January 1, 1919, 
on not to exceed $80,000 Liberty 4s and 434s, in the aggregate, was 
exempt until five years after the termination of the war, and 
(£) income received on and after January 1,1919, on not to exceed 
$20,000 Liberty 4s and 434s, m the aggregate, was exempt from 
surtaxes and excess-profits and war-profits taxes, extending 
through the life of the Victory notes provided such bonds did not 
exceed three times the principal amount of notes of the Victory 
Liberty Loan originally subscribed for by such owner and still held 
by him at the date of his tax feturn. The act further provided that 
the Secretary of the Treasury could determine at his discretion the 
tax-exemption accorded issues of Treasury notes. 

Victory 3%% notes were exempt both as to principal and inter¬ 
est from all Federal or State taxation, except estate and inher¬ 
itance taxes. 

Victory 4^4% notes were exempt both as to principal and interest 
from the normal income tax and local taxes, but not from estate and 
inheritance taxes, surtaxes, and excess-profits and war-profits taxes. 

In accordance with the consolidation of Liberty Bond tax ex¬ 
emptions made by the Revenue Act of 1921, effective January 1, 
1921, and the proclamation of the President which fixed July 2, 
1921, as the date of the termination of the war, the possible limit 
of income tax exemption on Liberty Loan bonds (and subsequent 
issues of Treasury Bonds), exclusive of holdings of First Liberty 
Loan 834® and Victory Loan 8^% notes, was as follows: 

Foe Life op Issue: $5,000, aggregate amount, Liberty Loan 4% and 4)4% 
bonds. Treasury certificates of indebtness. Treasury (war) savings certificates, 
and Treasury bonds. 

Until July 2, 1923: $30,000, principal amount. Liberty First-Second 434% 
bonds (issue of Oct. 24, 1918), and $125,000, aggregate amount, Liberty Loan 
4% and 434% bonds. 

From July 2, 1923 to July 2, 1926: $50,000, aggregate amount. Liberty Loan 
4% and 434% bonds. 

During the years 1922 to 1939, inclusive, interest from all 
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United States obligations issued after September 24, 1917, was not 
subject to Federal taxes on income when received by corporations. 
The statutes authorizing the issuance of these obligations provided 
that interest received on certain issues should be exempt from nor¬ 
mal taxes but should be subject to surtaxes and excess profits 
taxes when in excess of the exemptions previously discussed here¬ 
in; however, the excess profits tax imposed during World War I 
was repealed effective January 1, 1922, and, from that date until 
January 1, 1940, there was no surtax or excess-profits tax imposed 
upon corporations which would apply to such interest. 

In the Act of June 17, 1929, Congress modified the Second Lib¬ 
erty Bond Act, as amended, by providing that all certificates of 
indebtedness and Treasury bills issued thereafter and thereunder 
should be exempt both as to principal and interest from all taxa¬ 
tion, except estate and inheritance taxes. 

The series of 1-year 3J4% Treasury notes sold in December 
1931 represented the first issue of Treasury notes, since the issu¬ 
ance of the 3%% Victory Loan notes in 1919, to be made fully 
tax-exempt (except estate and inheritance taxes), under the dis¬ 
cretion given to the Secretary by the Victory Liberty Loan Act 
regarding tax exemption of Treasury notes. The Secretary again 
exercised his discretion by issuing fully taxable notes beginning 
with the offering of December 11, 1940. 

Treasury bonds issued before March 1, 1941, when held by in¬ 
dividuals are entirely exempt as to interest from normal tax and 
are exempt as to interest from surtaxes only to the extent of inter¬ 
est received on an aggregate principal amount of bonds not exceed¬ 
ing $5,000. When held by corporations, they are entirely exempt 
as to interest from normal tax. The interest is also exempt from 
surtax on corporations, surtax on personal holding companies, and 
surtax on improper accumulation of surplus but only to the extent 
of interest received on an aggregate principal amount of bonds 
not exceeding $5,000. 

The Public Debt Act of 1941, approved February 19, 1941, 
made interest on future issues of securities of the Federal Gov¬ 
ernment subject to all Federal income taxes. 

All issues continue to be exempt from State and Local personal 
property and income taxation. 



POSTAL SAVINGS BONDS 


T he postal savings system was established by the Act of 
June 25, 1910, to promote and encourage the habit of thrift. 
It was an instrumentality for liquefying frozen funds which other¬ 
wise might have been hoarded. 

The Act of July 2,1918, provided that the balance to the credit 
of any one person in a postal savings deposit, exclusive of accumu¬ 
lated interest, should not exceed $2,500. Interest is paid at the 
rate of 2% on Postal Savings deposits (except in New Jersey where 
the rate since July 1, 1939, has been 1%). 

From July 1, 1911, to July 1, 1935, a depositor could surrender 
his deposits, or any part thereof, and receive an equal amount of 
Postal Savings 2}^% bonds. The authorizing act provided that 
these bonds “shall be issued only when there are outstanding 
bonds of the United States subject to call, or when the Treasury 
has some authority to issue bonds to replenish it.” 

The first series of Postal Savings 2J4% bonds was dated July 1, 
1911, and a new series was issued January 1 and July 1, each year 
from 1912 to 1935 (49 series). The bonds were redeemable one 
year from date of issue, and payable twenty years from date of 
issue; registered and coupon form, in denominations of $20, $100 
and $500, with interest payable January and July 1, and fully 
tax-exempt. 

In November 1911, .when a holder offered his Postal Savings 
^^2% bonds in the open market an offer of 92^ was made. This 
resulted in an announcement by the Trustees of the Postal Sav¬ 
ings System that imder the general authority conferred upon them 
in the Postal Savings law they would purchase these securities at 
par from persons compelled to relinquish their investment. How¬ 
ever, the market value was of small concern as the bonds were 
held for the most part by savers. A few bonds are offered in the 
open market from time to time and command a slight premium. 
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The Act of February 4, 1935, which gave authority for the issu¬ 
ance of United States Savings bonds, also repealed the authority 
for further issues of Postal Savings bonds after July 1, 1935, and 
made provision for the conversion of Postal Savings deposits into 
United States Savings bonds. It further authorized the use of the 
Postal Service for the sale of Savings bonds. Under authority of 
the Public Debt Act of 1942, approved March 28, the Treasury 
Department assumed the liability of the Postal Savings System 
for Postal Savings stamps outstanding at the close of business 
September 30, 1942, and Postal Savings stamps were discontin¬ 
ued. Thereafter United States Savings stamps were issued. 

The first series of Postal Savings 23 ^% bonds, issued July 1, 
1911, in amount of $41,900, matured on July 1, 1931, and was 
paid. Each subsequent series has been paid at maturity. On De¬ 
cember 31, 1945, there were outstanding $116,891,900 Postal Sav¬ 
ings 2^/^% bonds (30th to 49th series). 



WAR-SAVINGS CERTIFICATES 
AND TREASURY SAVINGS CERTIFICATES 


I N ORDEE to provide an opportunity to invest sums of less than 
$50 (the smallest denomination of Liberty bonds) war-savings 
certificates were issued to the public. 

Through the sale of war-savings certificates and Treasury sav¬ 
ings certificates, which extended from December 3, 1917, to July 
15,1924, cash aggregating $1,623,126,446.89 was received into the 
Treasurj’^. 

Two forms of obligations were issued: 

(1) A war-savings stamp which cost $4.12 in January and increased 
one cent a month to $4.23 in December had a maturity value of $5. Thrift 
stamps costing twenty-five cents could be accumulated toward paying 
for a war-savings stamp. Thrift stamps bore no interest, but a thrift card 
when filled at a cost of $4 could be exchanged for a war-savings stamp 
bearing interest at 4%, compounded quarterly, upon payment of the 
difference between $4 and the current price of a war-savings stamp. A 
war-savings certificate contained bla:nks for twenty such stamps. 

The Act of September 24,1918, repealed the limitation making it un¬ 
lawful to sell to any one person at any one time an amount of war savings 
certificates exceeding $100, and authorized the holding by any one per¬ 
son of an aggregate amount not exceeding $1,000 maturity value of each 
series. 

There were four issues of war-savings certificates, dated January 2, 
1918, 1919, 1920 and 1921, and maturing in five years. Upon ten days’ 
written notice, war-savings certificates could be surrendered and the 
holder received the cost thereof, plus interest at the rate of about 3%. 
They could be registered, without cost, when purchased. 

The issuance of twenty-five cent thrift stamps and $5 war-savings 
stamps was discontinued at the end of the calendar year 1921. 

(2) In 1919 the Treasury savings certificates of $100 and $1,000 de¬ 
nominations were issued, and were a part of the 1919 series of war-sav¬ 
ings certificates. In 1921 a $1 noninterest-bearing Treasury savings 
stamp and a Treasury savings certificate of $25 denomination were added. 

The issue price of the $100 certificate was $82.40 in January and in¬ 
creased at the rate of twenty cents a month to $84.60 in December; the 
$1,000 certificate was sold for $824 in January and increased at the rate 
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of $2 a month to $846 iii December; and the $25 certificate sold at $20.60 
in January and increased'at the rate of five cents a month to $21.15 in 
December. At these prices the yield to the purchaser was about 4% per 
annum for the average period to maturity, and a lower rate if redeemed 
before maturity. 

Treasury savings certificates matured in five years and could not be 
redeemed before the second calendar month in which they were purchased. 
The Act approved November 23, 1921, increased the limit of holdings 
from $1,000 to $5,000 Treasury (war) savings certificates of any one series. 
These certificates were issued in registered form. 

On December 15, 1921, the Treasury announced a new issue of Treas¬ 
ury savings certificates in denominations of $25, $100, and $1,000 (ma¬ 
turity value), at a flat issue price, instead of at prices which increased 
from month to month, and each certificate matured five years from the 
date of its issue, instead of at a uniform maturity date, as was the case 
with previous issues. The price of this series and that of subsequent series 
was as follows: 


Maturity Value ,r. 

_-N-^ Yield to 



$25^ 

$100 

$uooo 

Maturity 

Series 1921, Issue of Dec. 15, 1921.... 

.. $20 

$80 

$800 


Series 1922, Issue of Dec. 15, 1921_ 

. . 20 

80 

800 

4M% 

Series 1922, Issue of Sept. 30, 1922. ... 

.. 20.50 

82 

820 

4% 

Series 1923, Issue of Dec. 1, 1923_ 

. . 20 

80 

800 

m% 

Series 1924, Issue of Dec. 1, 1923_ 

.. 20 

80 

800 

4)^% 


On September 30, 1922, the $1 Treasury savings stamp was withdrawn from 
sale. 

The sale of Treasury war-savings certificates was conducted 
through a country-wide organization, and sales agents included 
all post oflSces, banks, and thousands of other agents specially des¬ 
ignated. The money which the Treasury received from the sale of 
these certificates was considered the best possible money to get 
into Government securities, partly because the securities were 
better distributed among the people than perhaps any other Gov¬ 
ernment security and the terms were attractive both to the Gov¬ 
ernment and the investor. 

Due to strained financial conditions in the agricultural sections 
of the country, on January 26, 1924, it was deemed advisable to 
suspend all publicity and sale of Treasury certificates in thirteen 
midwest and western States, and in February was extended to in¬ 
clude a total of twenty-one States. With the lowering of Govern¬ 
ment interest rates in the spring, it was not thought advisable to 
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issue certificates on a new interest rate, but to suspend all sales 
throughout the United States. On July 15, 1924, announcement 
was made of the withdrawal of the current issue from sale. Ex¬ 
change provisions were suspended and no further exchanges were 
permitted after July 15, 1924. 

On July 15,1929, when a small amount of the series of 1924 ma¬ 
tured, this feature of World War I financing was brought to a 
close. 



CERTIFICATES OF INDEBTEDNESS 


iT THE BEGINNING of World War I there were outstanding 
J\. $50,000,000 United States Treasury certificates of indebted¬ 
ness, bearing interest at the rate of 2%, which were issued under 
the Act of Congress approved March S, 1917, in anticipation of 
income taxes payable in June. 

The method of short-term financing through the issue of cer¬ 
tificates of indebtedness, which included a Government depositary 
system, was a wartime development. In order to obtain the sums 
needed during the war, it was necessary to issue these securities in 
large quantities in anticipation of loans and of tax receipts and to 
devise a plan which would encourage a widespread participation 
of banks in all new issues. The Treasury, with the aid of the Fed¬ 
eral Reserve System, inaugurated a program whereby a large 
number of banks throughout the country were able to qualify 
as Government depositaries, and such banks, in subscribing to 
new issues, could make payments for the securities allotted to 
them in book credits—deposits established to the credit of the 
Government. Although adopted as a war measure, the plap con¬ 
tinued to function successfully during the postwar period of debt 
reduction. 

The Act of April 24, 1917, limited the amount of Certificates 
outstanding at any one time to $2,000,000,000, but this amount 
was increased by succeeding acts. An amendment to the Second 
Liberty Bond Act, May 26, 1938, combined the authorization of 
certificates with other Treasury obligations outstanding at any 
one time. 

In the act of June 17, 1929, Congress modified the Second Lib¬ 
erty Bond Act, as amended, by providing that all certificates of 
indebtedness issued thereafter and thereunder should be exempt 
both as to principal and interest from all taxation, except estate 
and inheritance .taxes. Previous to the passage of this ,act certifi- 
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cates of indebtedness had been exempt from normal income taxes 
and only to a limited extent from surtaxes. This exemption from 
surtaxes did not change the tax status of these securities to banks 
and other corporations, since surtaxes applied only to individuals. 
The Public Debt Act of 1941 made interest on future issues of se¬ 
curities of the Federal Government subject to all Federal income 
taxes. 

Certificates were issuable at not less than par, at such rates of 
interest as the Secretary prescribed, and payable at periods not to 
extend one year from date of issue. An amendment to the Second 
Liberty Bond Act contained in the Gold Reserve Act of 1934 
authorized the Secretary of the Treasury to issue any obligations 
authorized by the Second Liberty Bond Act and maturing not 
more than one year from date of issue (certificates came within 
this category) on a discount basis and payable at maturity without 
interest. 

The life of the various certificates was from one and one- 
half months to one year, with the average maturity about five 
months. 

The first issue, immediately after the United States entered 
World War I, was dated April 15, 1917, and bore a 3% rate. The 
rate was raised to 314%> and 4%, and then to 434%> 

43^%. 5%, 5J4%. 5%%, and finally to 6% for the 

issue dated June 15,1920. As the successive issues bore constantly 
increasing rates, the effect was promptly felt in the general money 
market, causing a corresponding decline in the market price of 
Liberty bonds and a stiffening of the rate for business purposes. 
In general, the certificates reflected the current credit level of 
the nation. When pressed for resale in the open market, they fre¬ 
quently were obtainable’at prices to net the purchaser from 5%% 
to 7%%, according to the amount involved and the urgency of 
the liquidation. Banks subscribed for certificates mainly because 
of the deposit privilege. A bank could generally afford to sub- 
, scribe for certificates and sell them immediately after or even 
previous to their issue at .a discount, to the detriment of the 
Govempicnt credit. 
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The following shows the highest and the lowest rates at which 
certificates were offered during the years 1921 to January 29,1934: 


Year 

High 

Certificates 

dated 

Low 

Certificates 

dated 

1921. 

.. 5H% 

Jan. 15 

4K% 

Dec. 15 

1922. 

.. 4K% 

Mar. 15 

3}4% 

Apr. 15 

1923. 

■- 4M% 

Mar. 15 

4% 

June 15 

1924. 

4% 

Mar. 15 


June 16 

1925. 

.. 3H% 

Dec. 15 

3% 

June 15 

1926. 

■ ■ sy2% 

Sept. 15 

3M% 

Dec. 15 

1927. 

■. sH% 

Mar. 15 

3% 

Sept. 15 

1928. 

■ ■ 4M% 

Oct. 15 

3M% 

IVfar. 15 

1929. 

51/8% 

June 15 

4%% 

Max. 15 

1930. 

.. 3M% 

Mar. 15 


Dec. 15 

1931. 

3% 

Dec. 15 

iy8% 

Sept. 15 

1932. 

.. 3M% 

Feb. 1 

H% 

Dec. 15 

1933. 

.. m% 

Mar. 15 

M%t Sept. 15 

1934. 

.. iH% 

Jan. 29 




*This was the lowest rate paid by the Government on any 
war or postwar financing up to that time. 

tAll-time low, the offering being limited to exchange of ma¬ 
turing certificates. 

No public issues of certificates were made between January 29, 
1934, and April 15, 1942. Certificates during that period were dis¬ 
placed by Treasury bills which enabled the Treasury to take full 
advantage of the extremely low rates of interest on short-term se¬ 
curities obtainable in the market. Also bill offerings could be timed 
to coincide very accurately with the Treasury’s needs for funds. 
Certificates, when issued to mature at quarterly tax payment 
dates in amounts suflScient to provide for the entire excess,of or¬ 
dinary expenditures over receipts during a quarter, provided a 
larger volume of funds than could be used immediately. Flexibility 
in its financing program through this m^ans was maintained by 
the Treasury throughout the 1932-40 period. 

The offering on April 6,1942, was for $1,500,000,000 63>^-month 
certificates at H%' The rates of subsequent offerings during 1942 
were as follows: (June); 0.65% (Sept.), and %% (Aug, and 

Nov.). Since November 1942 all certificates have borne a rate 

ol%%. 

















TREASURY NOTES 


T he victory liberty loan act of 1919 authorized the issuance 
of not to exceed $7,000,000,000 of Treasury notes, and this 
amount was increased by subsequent authorizations. The Act of 
May 26,1938, combined the authorization of Treasury notes with 
other Treasury obligations outstanding at. any one time. 

The first offering of Treasury notes, after the Victory Loan, was 
the issue on June 15, 1921, of 3-year 5%% notes, which were is¬ 
sued pursuant to the Treasury’s announced program for dealing 
with the short-dated debt. 

These notes were exempt only as to the normal income tax, and 
it was not until 1931 that Treasury notes were made fully tax- 
exempt. Beginning December 1940, with the first issue of “Na¬ 
tional Defense series” notes, all Treasury notes were made fully 
taxable, in accordance with the authority vested with the Secre¬ 
tary under the Victory Liberty Loan Act. 

The following shows the interest rate of Treasury notes offered 
from 1921 to December 31, 1945: 


1921 


Rate 

Issue Dated 

Maturity 


June 15 

June 15, 1924 

imc 

Sept. 15 

Sept. 15, 1924 




m% 

Feb. 1 

Mar. 15, 1925 

m% 

Mar. 15 

Mar. 15, 1926 

m% 

June 15 

Dec. 15, 1925 

4M% 

Aug. 1 

Sept.l6,'1926 


Dec. 15 

June 15, 1925 


19£3 



Jan. 15 

Dec. 15, 1927 

4M% 

May 15 

Mar. 15, 1927 


, 19^7 


3H% 

Mar. 15 Mar. 15, 1930-32 


Sept. 15 Sept. 15. 1930-32 


1928 


Rate 

Issue Dated 

Maturity 

3^% 

Jan. 16 

Dec. 15, 1930-32 


1931 


3M% 

Dec. 15 

Dec. 15, 1932 


193£ 


3% 

May 2 

May 2, 1934 

3% 

June 15 

June 15, 1935 


Aug. 1 

Aug. 1, 1934 

3M% 

Aug. 1 

Aug. 1, 1936 

3Ji% 

Sept. 15 

Sept. 15, 1937 

3% 

Oct. 15 

Apr. 15, 1937 


Dec. 15 

Dec. 15, 1936 


1933 



Feb. 1 

Feb. 1, 1938 


May 2 

Apr. 15, 1936 


4.30 



Treasury Notes 


1939 


■ 43 ] 


1938— Continued 


Rale 

Dated 

Maturity 

m% 

June 15 

June 15, 1938 

m% 

Aug. 15 

1934 

Aug. 1, 1935 


Jan. 29 

Mar. IS, 1935 

s% 

Feb. 19 

Feb. 15, 1937 

2M% 

Feb. 19 

Dec. 15, 1935 

3% 

Mar. 15 

Mar. 15, 1938 

2M%* 

June 15 

June 15, 1939 


Sept. 15 

Sept. 15, 1936 


Sept. 15 

Sept. 15, 1938 

m% 

Dec. 15 

1935 

June 15, 1936 


Mar. 15 

Mar. 15, 1940 


June 15 

June 15, 1940 

m% 

July 15 

Dec. 15, 1939 

iH% 

Sept. 16 

Mar. 15, 1939 

im, 

Dec. 16 

1936 

Dec. 15, 1940 

ij^% 

Mar. 16 

Mm. 15, 1941 

i^% 

June 15 

June 15, 1941 

iM% 

Dec. 15 

1937 

Dec. 15,1941 


June 15 

Sept. 15,1939 

i%% 

June 15 

Mar. 15, 1942 

iM% 

Sept. 15 

Dec. 15, 1938 

2% 

Sept. 15 

Sept. 15, 1942 

iM% 

Dec. 15 

1938 

Dec. 15, 1942 


June 15 

June 15, 1943 

13^% 

Dec. 15 

Dec. 15, 1943 


Rate 

lesue Dated 

Maturiip 

1H% 

Dec. IS, 1938 Dec. 15, 1943 

H% 

June 15 

June 15, 1944 

1% 

Nov. 1 

Mar. 15,1944 

1% 

Dec. 22 • 

1940 

Sept. 15, 1944 


Mar. 15 

Mar. 15, 1945 

1% 

June 15 

Sept. 15, 1943 

H% 

Dec. 18 

1941 

Dec. 15, 1945 


Jan. 31 

Sept. 15,1944 

H%* 

Mar. 15 

Mar. 15, 1943 

1% 

Nov. 1 

1942 

Mar. 15,1946 

i%%* 

June 5 

Dec. 15, 1946 

1M% 

Sept. 25 

1943 

Mar. 15,1945 

iH% 

July 12 

1944 

Sept. 15,1947 

0.90% 

Feb. 1 

Mar. 1,1945 

iH% 

Mar. 15 

Sept. 15,1948 

iH% 

June 26 

Mar. 15,1947 

1% 

Nov. 1, 1941 Mar. 15, 1946 

iH% 

Dec. 1 

Sept. 15, 1947 

0.90% 

Dec. 1 

1945 

Jan. 1, 1946 

0.90% 

June 1 

July 1, 1946* 


*Additional amount oflFered during the year. 



TREASURY BILLS 


B t an amendment to the Second Liberty Bond Act, approved 
June 17, 1929, the Secretary of the Treasury was authorized 
to issue from time to time Treasury bills on a discount basis, with 
maturities not exceeding twelve months, to be sold for cash 
through competitive bidding. 

While this was a new type of security to the United States Gov¬ 
ernment, there was nothing novel in the form, since the Treasury 
bill had been issued for many years by the British Treasury as a 
convenient and economical medium to obtain funds to meet cur¬ 
rent needs. Short-term financing of the United States Government 
had been carried on by means of Treasury certificates, with ma¬ 
turities from three to twelve months, issued quarterly on tax-pay¬ 
ment dates and maturing On tax-payment dates. Treasury bills 
were mtended to supplement rather than to supplant Treasury 
certificates, and their issuance could be timed to coincide almost 
exactly with the need for funds. Further, competitive bidding for 
the bills enabled the Treasury to get the lowest discount rate con¬ 
sistent with current market conditions, rather than to make an 
estimate of what a rate should be. 

Treasury bills are bearer obligations of the United States, prom¬ 
ising to pay a specified amount without interest on a specified 
date. They are issued on a discount basis, in denominations of 
$1,000, $5,000, $10,000, $100,000, $500,000 and $1,000,000. Ten¬ 
ders are invited by the Secretary of the Treasury through the Fed¬ 
eral Reserve Banks in accordance with rules and regulations set 
forth for each offering. 

Under the authorizing act, Treasury bills were exempt as to 
principal and interest from all taxation (except estate aJid inherit¬ 
ance taxes) but gains from the sale or other disposition of Treasury 
bills were subject to income tax and losses were deductible. By an 
Act approved June 17,1930, it was provided that capital gains, on 
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Treasury bills should be exempt from taxation and that losses 
should not be deductible. Since March 1, 1941, they have been 
subject to all Federal taxation. 

They are acceptable at maturity value to secure public deposits, 
and are acceptable in payment of income and profits taxes payable 
at maturity of the Treasury bills. 

The first offering of Treasury bills on December 17, 1929, ma¬ 
tured in 90 days. From that date until February 1934 practically 
all bills were for a term of approximately 91 days. From February 
1934 to February 1935, bills were usually for 182 days, and from 
February 1935 to October 1937, except for those issues scheduled 
to meet income tax payments, they were for a term of 273 days. 
Since 1937, they have been issued for a term of approximately 91 
days. 

The first offering was for $100,000,000 and subsequent offerings 
varied in amounts from $50,000,000 to $150,000,000. In March 
and June 1941, six issues were offered which were for approxi¬ 
mately $200,000,000 each. The amounts of the offerings increased 
progressively until June 1943 when the first offering was made of 
$1,000,000,000 bills. During October and November 1944 weekly 
offerings of $1,300,000,000 were made, and again in 1945. 

For the first issue of Treasury bills, December 17, 1929, the 
average rate paid, computed on a bank discount basis, was 3.276%. 
In the summer of 1931, bills were sold at a rate of approximately 
^ of 1%, but rates advanced sharply in the autumn and the De¬ 
cember 30 issue sold at an average rate of 3.253%.-In 1932, unprec¬ 
edented accumulations of idle funds in banks, generally subject to 
demand withdrawals, caused a demand for bills virtually'on a 
safety-first basis. Yields were of slight importance. In 1933, during 
the bank holiday, for the $75,000,000 issue of March 6, the aver¬ 
age rate paid was 4.259%. For the issue sold December 28, 1938, 
a premium was paid, and during the following years to 1942 
numerous series were sold at a negative yield. 

On April 30,/1942, the Federal Open Market Committee direct¬ 
ed the twelve Federal Reserve Banks to purchase for the System 
Open Market Account at a rate of ^ of 1% all Treasury bills’ 
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offered to them. The establishment of this posted rate prevented 
a further change ip rates and only a slight fluctuation in the rate 
has occurred since that time. 

On May 6, 1943, announcement was made that, in the interest 
of wider distribution of Treasury bills, offerings beginning with the 
issue dated May 12, 1943, and thereafter until further notice, 
would include a provision for the receipt and allotment in full of 
tenders for $100,000 or less from any one bidder at a fixed price of 
99.905 (equivalent to a rate of discount of approximately ^ of 
1%) in addition to the regular bidding on a competitive basis. 
With the issue dated November , 30, 1944, this amount was in¬ 
creased from $100,000 to $200,000. 

Amount of Treasury bills outstanding as of June 30, each year: 


1930 . 8 155,916,000 

1931 . 444,580,000 

1932 . 615,632,000 

1933 . 954,493,000 

1984. 1,404,035,000 

1935 . 2,052,898,000 

1936 . 2,353,516,000 

1937 . 2,303,094,000 


1938 . $ 1,154,164,000 

1939 . 1,307,569,000 

1940 . 1,802,194,000 

1941 . 1,603,196,000 

1942 . 2,508,298,000 

1943 . 11,868,911,000 

1944 . 14,734,104,000 

1945 . 17,041,258,000 



















UNITED STATES SAVINGS BONDS 


Series A, B, C and D 

T hese bonds were authorized under the Second Liberty Bond 
Act, as amended by the Act of February 4, 1935, and were 
issued on a discount basis. 

Bonds of the initial series were dated March 1,1935. Each series 
was dated the first day of the month in which sold and matured 
ten years from such date. After sixty days from the issue date, and 
within one year, they were redeemable at the option of the owner 
at the original sales price. After one year from the issue date and at 
six-month intervals thereafter, the redemption value increased ac¬ 
cording to a fixed schedule, until face value was reached at ma¬ 
turity. 

The issue price was fixed at $75 for each $100 face amount, to 
yield about 2.90%, compounded semi-annually, if the bonds were 
held to maturity. If redeemed before maturity at the owner’s op¬ 
tion, the investment yield was less. The bonds were fully register- 
able and not transferable. They were issued in denominations of 
$25, $50, $100, $500, and $1,000 maturity value (issue price, 
$18.75, $37.50, $75, $375, and $750), and a single ownership was 
limited to $lO,000 maturity value of bonds issued in any one cal¬ 
endar year. 

Series A 1935 were sold from March 1 through December 31, 
1935; Series B 1936, January 1 through December 31,1936; Series 
C 1937 and C 1938, January 1, 1937 through December 31, 1938; 
and Series D from January 1, 1939 through April 30, 1941. 

The general terms of all series were identical. While the bonds 
were available for all classes of investors, with a single ownership 
of bonds issued in any one calendar year limited to $10,000 ma¬ 
turity value, an amendment to the general regulations, effective 
January 23, 1940, sharply limited further sales to pension funds, 
retirement funds, etc. It provided that each duly constituted trust 
estate would be considered as an entity, without regard to bene- 
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ficial interests. The regulations were revised and further amended 
on March 27, 1940, whereby sales of Savings bonds after April 1, 

1940, were restricted to individuals who were residents of the 
Continental United States, the Territories and insular possessions 
of the United States, the Canal Zone, and the Philippine Islands, 
or citizens of the United States temporarily residing abroad. 

These bonds were partially tax-exempt, with the exception of 
the Series D bonds issued during the months of March and April 

1941. The Public Debt Act of 1941, approved February 19, 1941, 
provided that the interest (represented by the difference between 
the price paid and the redemption value received) on Savings 
bonds issued on and after March 1, 1941, was subject to all Fed¬ 
eral income taxes. 

Savings bonds were primarily intended for the service of small 
investors. Over-the-counter sales for cash were conducted through 
the Postal service and other qualified agents, and mail order trans¬ 
actions through the Treasurer of the United States and the Fed¬ 
eral Reserve Banks. The Regular Purchase Plan enrolled many 
thousands-of purchasers, and the great majority of owners of Sav¬ 
ings bonds were repeat purchasers. 

From March 1,1935, to April 30,1941, when sales of these series 
(A, B, C and D) were discontinued, total sales aggregated 
$5,263,830,350 (maturity value) and the redemptions during that 
period aggregated $458,944,794.84 (redemption value). 

The first Series A bonds, sold in 1935, matured March 1, 1945, 
and those who had held their bonds for the full ten years received 
$4 for every $3 which they had invested in 1935. Arrangements 
were made for those individuals who wished to reinvest the pro¬ 
ceeds of their maturing Series A bonds in Series E bonds to do so 
outside of the annual limit of $5,000 (maturity value) placed on 
Series E bonds which may be acquired by any one individual dur¬ 
ing the calendar year, provided the transaction was completed 
during the month in which the Series A bonds matured. A later 
ruling provided that reinvestment could be made at any time, but 
interest ceased to accrue at the maturity of the bonds, so that 
owners who failed to present their bonds at maturity and reinvest 
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the proceeds would lose interest for the period between maturity 
and the redemption date. Also, since sales of Series A bonds in 
1985 were not restricted to individuals, some of these bonds were 
held by banks, corporations, and estates. Such holders were not 
eligible to purchase Series E bonds. 

Series E, F and G 

On May 1, 1941, three new issues of Savings bonds were placed 
on sale. These new bonds were authorized under the Second Lib¬ 
erty Bond Act as amended by the Public Debt Act of 1941, and 
were designated as Defense Savings hands. Following the entry of 
the United States into the war, the designation of the bonds was 
changed to War Savings bonds, effective with the issue on June 1, 
1942. On September 7, 1945, Secretary Vinson announced that 
Series E bonds would again be designated as United States Savings 
bonds after current stocks of “War” Savings bonds had been sold. 
The “War” designation was dropped from Series F and G bonds 
printed after December 1,1942, when the Treasury determined to 
place major emphasis on the Series E bonds as a war security; and 
in order to provide a security acceptable to certain groups con¬ 
scientiously opposed to participating in war activities. 

Defense savings stamps (later designated as war savings stamps 
and United States savings stamps) in denominations of 10,25, and 
50 cents, and $1 and $5, were also placed on sale for the purpose of 
accumulating funds toward the purchase of Savings bonds. 

While cash sales of the first Savings bond issues were conducted 
through the post oflfices and mail transactions through the Treas¬ 
urer of the United States and the Federal Reserve Banks, with the 
issuance of the Defense Series in 1941^a concerted effort was made 
to reach everyone and by 1945 there were many thousands of dif¬ 
ferent agencies which had qualified with the Federal Reserve 
Banks as issuing agents authorized to issue Series E bonds. Also a 
big factor in the sale of E bonds was the pay roll savings plan, 
which the Treasury sponsored, whereby deductions were made by 
employers directly from the wages paid employees and accumu¬ 
lated toward the purchase of E bonds. 



438 


Concerning U, S. Government Securities 

Series F and G bonds were intended to meet the requirements of 
larger investors, and $50,000 (issue price) of bonds of either series, 
or of both series in combination issued during any one calendar 
year could be held under one ownership. This lirmtation was in¬ 
creased to $100,000 (issue price), elBfective July 1,1942. Beginning 
with the Fourth War Loan (January 1944) commercial banks were 
permitted to purchase Series F and G bonds in a limited amount 
determined by their time deposits and their holdings of certain 
other securities for which they subscribed in the War Loan drives; 
subject also to the annual purchase limit of $100,000 of the two 
series combined. 

Series F and G bonds were issued only at the Federal Reserve 
Banks and the Treasury Department, Washington. Commercial 
banks, however, generally handled applications for their customers. 

Principal Features of Series E, F and G Savings Bonds, 
Summarized as of December SI, WJf^S 

SERIES E—For individuals only. 

Dated 1st day of montli of issue, and maturing in ten years. Redeemable after 
sixty days from date of issue at the holder’s option, at various rates of dis¬ 
count. Cannot be called by the United States Treasury. 

Issue Price, 75% of maturity value. 

Yield 2.90% if held to maturity; lesser yields if redeemed at earlier dates. 
Registered form only and non-transferable. 

Denominations: $25, $50, $100, $200, $500, $1,000; also $10 available only to 
persons in armed forces. 

Annual Limit $5,000, maturity value, by any one person in his own name, and in 
addition may be purchased with co-owners within certain limitations; also may 
be acquired in exchange for maturing Series A bonds outside of $5,000 limit. 

SERIES F— For larger individual investors^ associations^ corporations, partnerships, 
and trustees; commercial hanks only in connection with War Loan drives. 

Dated 1st day of month of issue,'Sand maturing in twelve years. Redeemable on 
thirty days’ notice after six motiths from date of issue at various rates of dis¬ 
count. Cannot be called by the United States Treasury. 

Issue Price, 74% of maturity value. 

Yield 2.53% if held to maturity; lesser yields if redeemed at earlier dates. 
Registered form only and non-transferable. 

Denominations: $25, $100, $500, $1,000, $5,000 and $10,000. 

I 

Annual Limit $100,000, issue price, for Series F and G bonds combined. Com¬ 
mercial banks subject to additional restrictions. 
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SERIES G —For individuals ^ associations^ ccyr'porations, partner skips ^ and trustees; 
commercial hanks only in connection with War Loan drives. 

Dated 1st day of month of issue, and maturing in twelve years. Redeemable on 
thirty days* notice after six months from date of issue, at various rates of dis¬ 
count below par, but redeemable at par in event of death and proceeds may be 
used for any estate purposes. Cannot be called by the United States Treasury. 

Issue Price, 100. Bear interest, payable semi-annually. 

Yield 2.50% if held to maturity; lesser yields if redeemed at earlier dates. 
Registered form only and non-transferable. 

Denominations: $100, $500, $1,000, $5,000 and $10,000. 

I 

Annual Limit $100,000 issue price, for Series F and G bonds combined. Com¬ 
mercial banks subject to additional restrictions. 

TOTAL SALES AND REDEMPTIONS OF 
UNITED STATES SAVINGS BONDS, BY SERIES, 

FOR THE PERIOD MARCH 1 , 1935, THROUGH JUNE 30, 1945 
(On basis of daily Treasury statements) 

Sales at Issue Price Redemptions {including 
Including redemptions of matured bonds) 
Accrued Discount at current redemption value 


Series A-D... $ 4,486,550,996 $ 901,281,003 

Series E. 35,791,506,997 6,694,388,294 

Series F. 2,771,345,493 166,920,743 

Series G. 10,720,037,900 421,262,700 

Total..;. $53,769,441,387 . $8,183,852,740 


Figures are rounded to nearest dollar. 

Series A-D not issued after Apr. 30, 1941. Figures after that date represent accrued 
discount on outstanding bonds and adjustments. 

Series G is stated at par. 

Series A bonds began to mature in March 1945. 

Through June 30, 1945, there were $56,492,147 of Series A-D and E Savings bonds 
redeemed which had not been identified'by series. In this table it has been assumed that 
all of these were Series E bonds. 








FEDERAL LAND BANKS AND JOINT 
STOCK LAND BANKS 


B efobe passage of the Federal Farm Loan Act,* which became. 

law on July 17, 1916, a survey of $4,000,000,000 of farm 
mortgages showed an average interest rate of almost 7^%. In 
some cases, the rate was as high as 10%. 

This act provided principally for two types of lending institu¬ 
tions: first, for Federal Land Banks to be cooperatively owned, 
and, second, for Joint Stock Land Banks, privately owned; both 
types to be under the supervision of the Federal Farm Loan 
Board. The Board was composed of the Secretary of the Treasury 
and four other members, later increased to six, appointed by the 
President with the advice and consent of the Senate. 

The act provided for twelve Federal Land Banks located in 
strategic cities which cover the whole Continental United States, 
and for one branch in San Juan, Puerto Rico. Each bank was re¬ 
quired to have a subscribed capital of $750,000 which was to be 
offered publicly. If public subscriptions were insuflScient to absorb 
the whole amount, the act provided that the balance was to be 
subscribed by the Treasury Department on behalf of the United 
States Government. Of the $9,000,000 total required, the Treas¬ 
ury subscribed to $8,892,120. 

The intent of the act was that the stock of these banks should be 
owned eventually by cooperative national farm loan associations, 
organized by various groups of borrowers getting loans from one 
bank. Generally speaking, there is one association per county, 
where needed. Theje borrowers formed National Farm Loan As- 

*The Federal Farm Loan Act has been amended and broadened by the Agricultural 
Credits Act of 1923, the Acts of Congress approved January 23, 1932, and March 4, 1933, 
the Emergency Farm Mortgage Act of 1933, the Farm Credit Act of 1933, the Federal 
Farm Mortgage Corporation Act and the Farm Credit Act of 1985 and 1937. These amend¬ 
ments have not changed the principal function of the Land Banks, but only the method 
of fulfilling it, 
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sociations—tp the capital of which they subscribed in the amount 
of 5% of the value of their loan. The Association then subscribed 
for an equal amount of stock in the Federal Land Bank from 
which the loan was secured, which eventually made possible the 
retirement on March 31, 1934, of the stock originally subscribed 
by the Treasury Department. The farm loan associations endorsed 
and became liable for the loans of members. 

The Federal Land Banks obtain funds for making loans through 
the public sale of farm loan bonds (instrumentalities of the Gov¬ 
ernment) . The maximum interest permitted to be charged to bor¬ 
rowers is 6% and cannot exceed a rate more than 1% higher than 
the last issue of Federal Land Bank bonds, except with the ap¬ 
proval of the Governor of the Farm Credit Administration. 

First mortgage loans are made to eligible farmers up to 50%* of 
the assessed valuation and ^0% of the permanent insured im¬ 
provements of the property against which the loans are made, 
and all loans are required to be amortized. The mortgages are held by 
the Farm Loan Commissioner as collateral for the Federal Land 
Bank bonds which are issued. Also eligible for collateral are United 
States Government and Government-guaranteed bonds and cash. 

Federal Land Bank bonds are lawful investments for all fiduci¬ 
ary and trust funds under the jurisdiction of the Federal Govern¬ 
ment, and are eligible as security for all Treasury deposits. They 
are also legal for savings banks in thirty-three States. 

In January 1917, Secretary of the Treasury McAdoo wrote to 
the Governors of all the States urging them to recommend to their 
legislatures the passage of laws making Federal Land Bank bonds 
legal for savings banks and trust funds. His letter said in part: 
‘‘The Farm Loan Act provides that these bonds shall be a lawful 
investment for all fiduciary and trust funds and may be accepted 
as security for all public deposits. This, of course, relates only to 
fiduciary and trust funds under the jurisdiction and control of the 
Federal Government. In order to make these bonds lawful invest¬ 
ments for trust funds and savings banks in the different States, it 

*Under a change in the Federal Farm Loan Act, approved June 30, 1945, Federal Land 
Banks may lend up to 65%. 
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is necessary that each State enact laws to the effect, unless such 
laws are already in existence.” 

An indication of the close relations between the Government 
and the Land Bank System is the fact that, because of uncertain 
financial conditions prevailing in 1917, the Secretary of the Treas¬ 
ury was authorized to buy $100,000,000 Federal Land Bank bonds 
in each of the fiscal years ending June 30, 1918, and 1919. Under 
this authorization, the Treasury purchased about $183,000,000 
bonds which were later redeemed by the banks. 

The years from 1917 through 1921 represented the formative 
period of the Federal Land Banks. During the latter part of this 
time, it was difficult to obtain funds for making loans because of 
the question of the constitutionality of the Farm Loan Act, as well 
as an unfavorable bond market. By the end of 1921 loans 
amounted to over $460,000,000, and with a favorable Supreme 
Court decision on the constitutionality of the act and the recovery 
of the bond market, the volume of new loans increased sharply. 
Loans and earnings increased steadily to 1929. 

The years 1930 through 1932 showed a decline in the earnings of 
the Federal Land Banks. In contrast with the earlier period, loans 
during 1930 through 1932 were not sufficient to offset the principal 
payments by borrowers and the removal of loans from the mort¬ 
gage loan account through foreclosure. A poor bond market made 
it impossible for the banks to obtain lendable funds, except at pro¬ 
hibitive rates of interest. 

In 1932 the collapse in real estate values, which fell over 50% 
from the post World War I highs, made it necessary for the Gov¬ 
ernment to come to the assistance of the Federal Land Banks. On 
January 23, 1932, the Federal Farm Loan Act was amended, au¬ 
thorizing the Secretary of the Treasury to subscribe on behalf of 
the Government to additional capital, of the banks an amount not 
to exceed $125,000,000. The entire amount was subscribed in 1932. 

Early in 1933, it was obvious tha,t the capital of $125,000,000 
subscribed by the Treasury on behalf of the Government was not 
sufficient to meet the desperate needs' of the farmers. Because of 
the shrinkage in value of farm lands, the maximum loan permitted 
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by the Farm Loan Act was inadequate to refinance the mortgages 
of most borrowers. Under the terms of the Emergency Farm Mort¬ 
gage Act, provision was made for Land Bank Commissioner loans 
to supplement the regular Federal Land Bank loans. Commission¬ 
er loans could be made on first or second mortgages on either real 
or personal farm property in amounts not to exceed, together with 
all prior incumbrances, 75% of the appraised value of the farm. 
With these additional sources of funds almost 285,000 Federal 
Land Bank loans (aggregating $1,119,000,000) were made from 
May 1933 to December 1935,—by which time the emergency was 
about over. 

The Emergency Farm Mortgage Act also provided for a manda¬ 
tory temporary reduction to borrowers of the interest rate on Fed¬ 
eral Land Bank loans. The act provided that the interest rate on 
mortgage loans made through national farm loan associations, or 
through agents of the Federal. Land Banks, or purchased from 
Joint Stock Land Banks, which were outstanding on May 12, 
1933, and loans made through national farm loan associations 
prior to May 12, 1935, should not exceed 4)^% for all payments 
coming due during the five-year period beginning July 11, 1933. 
The interest payable on loans made directly, or through branches, 
by the Federal Land Banks, was to be of 1% higher than on 
loans made through national farm loan associations. Later amend¬ 
ments reduced the rate to 3)^% on loans through national farm 
loan associations and to 4% on direct loans, beginning July 1, 
1935. As of June 30, 1944, the 3)^% rate was terminated and the 
banks voluntarily reduced to 4% the rate on all loans made through 
national farm loan associations prior to June 24,1935. The Treas¬ 
ury Department now makes no payments to the banks for their 
interest reductions. The Emergency Act authorized the Secretary 
of the Treasury to reimburse the Land Banks for all of these in¬ 
terest reductions at the end of each quarter. The Emergency Farm 
Mortgage Act also provided that instsdlment payments of the 
principal on Federal and Joint Stock Land Bank loans be deferred 
for five years ending July 11,, 1938. 

To provide funds for the amounts deferred, the Secretary of the 
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Treasury was required to subscribe to tbe paid-in surplus of the 
banks an amount equal to the deferments granted. The subscrip¬ 
tions totaled approximately $190,000,000. 

The Emergency Farm Mortgage Act of 1933 created the Farm 
Credit Administration on May 27, 1933, in order to consolidate 
the function of the various Federal agencies dealing with agricul¬ 
tural credit. The Federal Farm Loan Board was abolished and the 
Federal Farm Loan Bureau and the Farm Loan Commission were 
transferred to the Farm Credit Administration. 

The Act furtier provided for the formation of the Federal Farm 
Mortgage Corporation, a Government agency which was empow¬ 
ered to issue its own Government-guaranteed bonds. It required 
this Corporation to either purchase Federal Land Bank bonds 
when their sale to the public was not possible because of a poor 
bond market; or, as an alternative, to exchange its bonds for Fed¬ 
eral Land Bank bonds, which because of the Government guaran¬ 
tee on the Federal Farm Mortgage Corporation bonds were more 
readily marketable and which the Land Banks could, therefore, 
use by converting them into cash, or by using them in transactions 
where they could be substituted for cash. This is one more indica¬ 
tion of the close tie between the Government and the Land Bank 
System, despite the fact that Land Bank bonds are not guaranteed 
obligations. 

An excellent illustration of the remarkable recovery of the Sys¬ 
tem is the fact that as of December 31, 1932, total assets per 
$1,000 of bonds and notes outstanding amounted to $1,223, and 
as of December 31,1944, these assets amounted to $1,541. Except 
for the period from organization through 1918 and in the year 1934, 
the Federal Land Banks have had sufficient earnings to more than 
cover, their interest and administrative expenses, and with the 
exception of the first year of operation and the years 1933 and 1934,' 
the banks have always operated at a net profit. 

The highest coupon rate borne by Federal Land Bank bonds 
was 5% and these bonds were tax-exempt. The bonds were origi¬ 
nally issued as obligations of the individual banks, but no such 
bonds were issued since 1929, and there are none outstanding. 
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The first issue of Consolidated Federal Farm Loan bonds sold to 
the public was dated July 1, 1934, and bore 4% interest. The last 
issues of Federal Land Bank bonds, which are taxable, were 
$176,000,000 Consolidated Federal Farm Loan l3^s, due October 
1,1950, redeemable October 1,1948, which were sold in July 1945, 
at 100^, and $214,000,000 additional 134% refunding bonds, due 
January 1, 1953, redeemable January 1, 1951, sold in December 
1945, at 10034- This, the lowest rate of interest ever carried by 
Federal Land Bank bonds, not only reflects the current low inter¬ 
est rates but also the fact that the banks today enjoy widespread 
public acceptance of their securities. Substantial dividends were 
declared recently by several of the Federal Land Banks. The ad¬ 
vance in farm land prices in most States was greater during World 
War II than in World War I. 

Joint Stock Land Banks were permitted to be organized also un¬ 
der the Federal Farm Loan Act. These banks operated independ¬ 
ently of each other, and their capital was. privately subscribed. 
The banks were permitted to sell tax-exempt bonds to the invest¬ 
ing public to obtain funds for lending against farm mortgages. 
These loans were made on the same terms at which Federal Land 
Bank loans were made. The banks were supervised and examined 
at least twice a year by the Federal Farm Loan Board (now the 
Farm Credit Administration). Eighty-eight charters were issued 
to Joint Stock Land Banks by the Federal Farm Loan Board. 
Since each bank was a separate corporation it had to withstand 
the effects of the collapse of farm values on the merits of its indi¬ 
vidual loans. Eight banks altogether went into receivership, of 
whicji two are still in liquidation. 

The Emergency Farm Mortgage Act of 1933 prohibited the banks 
from issuing any further bonds (except for refunding purposes) 
or from making any new loans (except for financing of existing 
loans). The banks were forced to liquidate, g-lthough no time limit 
was set. Besides the two banks in receivership, there are still nine 
solvent banks which have to complete their liquidation. The high¬ 
est coupon rate borne by Joint Stock Land Bank bonds was 534%- 

The low level to which nrices for farm nrodiicts and farm lands 
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declined at the depth of the depression, together with a demoral¬ 
ized bond market in general, caused the bonds of some banks, 
which managed to avoid receivership, to sell in the SOs, and many 
of them soldibelow 50. In many cases it was possible for the banks 
to liquidate their assets at a loss which was substantially less than 
the discount at which their bonds were selling. In other words, if a 
bank could liquidate real estate carried at $100,000 at a loss of 
40%, and realize $60,000, it could then apply the proceeds to pur¬ 
chase $150,000 par value of its bonds at 40. The capably managed 
banks which followed this procedure liquidated their stock after 
paying all liabilities, at substantially higher prices than if they had 
not taken advantage of the market to retire their own bonds. 

* To aid the liquidation of these banks. Sections SO and SI of 
the Emergency .Farm Mortgage Act made available the sum of 
$100,000,000 which could be borrowed by the Joint Stock Land 
Banks under certain conditions. One of these was that the interest 
rate on the banks’ mortgages should be reduced substantially be¬ 
low the original contract rate. These conditions proved unattrac¬ 
tive and none of the banks applied for loans under Section SO. 
Under Section SI, a total of $2,082,679 was borrowed by twelve 
banks—all of which has since been repaid. 

The salient differences between the Federal and Joint Stock 
Land Banks show the following: 

1. The stock of the Joint Stock Land Banks was to be privately owned, 
while that of the Federal Land Banks was to be ultimately owned by the 
borrowers through their Farm Loan Associations. 

2. The Joint Stock Land Bank stock carried 100% liability, while the 
Federal Land Bank stock was limited to the amount paid therefor; 

3. Loans were made directly to the borrower by the Joint Stock Land 
Banks, while loans were made through the Farm Loan Associations by 
the Federal Land Banks, except in a negligible number of cases. 

4. The Federal Land Banks covered the whole Continental United States 
in twelve branches, while each Joint Stock Land Bank was limited to five 
contiguous States, including that in which the main office was located. 

5. The Federal Land Banks were jointly and severally liable for the 
bonds issued by each of the twelve banks, while the Joint Stock Land 
Banks operated separately and were liable only for their own obligations. 



FEDERAL INTERMEDIATE CREDIT BANKS 


T here are twelve Federal Intermediate Credit Banks, one of 
which is located in each of the following cities: Springfield, 
Massachusetts; Baltimore, Maryland; Columbia, South Carolina; 
Louisville, Kentucky; New Orleans, Louisiana; St. Louis, Mis¬ 
souri; St. Paul, Minnesota; Omaha, Nebraska; Wichita, Kansas; 
Houston, Texas; Spokane, Washington; and Berkeley, California. 

These institutions were created by an Act of Congress approved 
March 4, 1923. Their purpose is to discount paper for, and make 
loans to, various financing institutions and cooperative associa¬ 
tions to supply funds for the production and marketing needs of 
farmers and stockmen. The banks discount agricultural and live¬ 
stock paper for production credit associations, for National and 
State banks, agricultural credit corporations and incorporated 
livestock loan companies. The b anks may also make loans to such 
organizations secured by such paper. Other authorization includes 
the making of loans or advances to cooperative marketing and 
purchasing associations secured by agricultural commodities, live¬ 
stock, or other collateral approved by the Governor of the Farm 
Credit Administration. 

The Federal Intermediate Credit Banks are under the super¬ 
vision of the Intermediate Credit Commissioner, who is responsi¬ 
ble to the Governor of the Farm Credit Administration, which 
Administration, in turn, is under the supervision of the Secretary 
of Agriculture. 

In 1940, the paid-in capital of the banks was $70,000,000, of 
which $60,000,000 was originally authorized, and $10,000,000 was 
additionally derived from a revolving fund authorized by an Act 
of Congress, approved January 31, 1934;. $30,000,000 of the paid- 
in surplus was also received from this fund, making a total capital 
and paid-in surplus of $100,000,000. Under this same act, the capi¬ 
tal and paid-in surplus of the Federal Intermediate Credit Banks 
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may be increased or decreased by the Governor with the approval 
of the Secretary of the Treasury, in accordance with the credit 
requirements of the borrowers from the banks. Under this provi¬ 
sion, $40,000,000 of the capital and paid-in surplus was returned 
to the revolving fund in 1940. 

The Federal Farm Loan Act, as amended, permits the Federal 
Intermediate Credit Banks to sell consolidated collateral trust 
debentures having a maturity of not more than five years. Cur¬ 
rently, debentures are being sold each month with maturities of 
less than one year, and usually running from six to nine months. 
These obligations are instrumentalities of the Government, but 
are not guaranteed either as to principal or interest. The twelve 
banks are jointly and severally liable for the payment of principal 
and interest on their consolidated debentures. The debentures 
must be secured by a like face amount of notes, or other such 
obligations discounted, or purchased, or representing loans made 
in accordance with the act, and may also be secured by United 
States Government bonds. Federal Farm Mortgage Corporation 
bpnds, or cash. Debentures having a maturity of six months or 
less may be purchased by Federal Reserve Banks and may be 
accepted as collateral for 15-day borrowings by member banks of 
the Federal Reserve System. 

These obligations are lawful investments, and eligible for secu¬ 
rity for all fiduciary, trust and public funds under the authority of 
oflBcers of the United States; they are legal investments for savings 
banks, insurance companies, and trust funds in various States, 
including the State of New York. The Federal Intermediate Credit 
Banks may rediscount agricultural paper with any Federal Re¬ 
serve Bank under regulations prescribed by the Federal Reserve 
System’s Board of Governors; they may also rediscount with com¬ 
mercial banks and borrow from the Reconstruction Finance Cor¬ 
poration and commercial banks. Federal Intermediate Credit 
Bank debentures are exempt from State, municipal and local tax-, 
ation, but are subject to Federal taxes. 



RECONSTRUCTION FINANCE CORPORATION 


T he Reconstruction Finance Corporation was created under the 
terms of the Reconstruction Finance Corporation Act, ap¬ 
proved January 22, 1932. The life of the Corporation originally 
set at ten years has been extended five years to January 22,1947. 

Under the terms of the act, the Corporation is authorized to 
extend financial aid to industry, commerce and agriculture. This 
was accomplished by direct loans to banks, building and loan asso¬ 
ciations, insurance companies and agencies supplying agricultural 
credit. Upon approval of the Interstate Commerce Commission, 
loans were also authorized to railroads in order to provide tem¬ 
porary financial assistance. Through various amendments, the 
Corporation may also purchase capital stock of certain govern¬ 
mental agencies, of banks, insurance companies, agricultural credit 
corporations and national mortgage associations. It may also 
make loans to various business enterprises, agricultural improve¬ 
ment districts and public school authorities. Other authority per¬ 
mits the Corporation to finance public works and various self- 
liquidating projects. 

When the war came, the scope of the Corporation’s activities 
was greatly widened and included among other projects financing 
for plant conversion and construction, mining operations, war pro¬ 
duction facilities, and for stockpiling strategic materials. 

The Corporation is managed by a Board of Directors appointed 
by the President with the advice and consent of the Senate. The 
principal office is in Washington and in addition the Corporation 
has Loan Agencies in 31 cities throughout the country, and a 
special representative in Honolulu. Under the Reconstruction 
Finance Corporation Act, the capital stock of the Corporation was 
fixed at $500,000,000, which was subscribed by the Secretary of 
the Treasury on February 2,1932. In 1940 the Corporation retired 
$175,000,000 of its capital stock at par. The act gives the Corpora- 
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tion the power to issue, within certain limits, its notes, bonds or 
other obligations. These obligations are fully guaranteed, both 
principal and interest, by the United States Government. Since 
the Government, in meeting maturing agency obligations, has re¬ 
cently followed the policy of paying them off in cash or exchanging 
dkect Treasury obligations therefor, there are not presently out¬ 
standing in the hands of the public any Reconstruction Finance 
Corporation notes or bonds. The funds of the Corporation are on 
deposit with the Treasurer of the United States. 

All Reconstruction Finance Corporation notes issued before 
March 1, 1941, were exempt from all Federal, State, municipal 
and local taxation, except estate, surtax, inheritance and gift taxes. 
If issued after March 1,1941, they had no exemption from Federal 
taxes. • 



FEDERAL HOME LOAN BANKS 


T he Federal Home Loan Bank System was established under 
the terms of the Federal Home Loan Bank Act, approved July 
22, 1932, and opened for business October 15, 1932. The purpose 
of the System was to provide both short and long-term credit to 
approved mortgage lending institutions. It occupies a similar 
relationship with its members, which are principally savings banks 
and savings and loan associations, as the Federal Reserve occupies 
with relation to its member banks. 

Capital stock of the Federal Home Loan Banks in the amount 
of $73,658,000 is owned by member institutions and $124,509,000 
is owned by the Government through the Reconstruction Finance 
Corporation. As of December 31, 1945, the total assets of the 
banks were $334,908,586.71, and the only issue of its obligations 
outstanding consisted of 0.90% debentures due April 15, 1946, in 
the amount of $68,500,000. 

As of June 30, 1945, the System had 6,396 members holding 
estimated assets of $7,930,000,000. As of the same date, the banks 
had advanced through members a total of $1,480,728,803, of which 
$1,349,062,818 had been repaid. The Federal Home Loan Bank 
consolidated debentures, which are a joint obligation of all the 
banks, may be issued as long as none of the banks’ assets are 
pledged or are subject to any lien. These debentures are instru¬ 
mentalities of the United States but are not guaranteed either as 
to principal or interest. The Federal Home Loan Bank debentures 
are subject to all Federal taxes, but are exempt from all State and 
local taxation. 
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HOME OWNERS’ LOAN CORPORATION 


T he Horae Owners’ Loan Corporation was created under the 
terms of the Horae Owners’Loan Act, approved June 13,1933. 
In Reorganization Plan 1, effective July 1, 1939, the Corporation 
was grouped with various other agencies to form the Federal Loan 
Agency and, on February 24,1942, was transferred by Executive 
Order No. 9070 to the Federal Home Loan Bank Ad min istration 
under the National Housing Agency. 

The need for establishing the Home Owners’ Loan Corporation 
was to extend long-term, low interest mortgage loans to home 
owners who were unable to secure them through normal channels, 
due to the demoralization of the real estate market during the 
depression. Under the terms of the act, the Corporation ceased its 
lending operations June 12, 1936, and has since been liquidating 
its assets. 

Its operations are carried on through eight oflSces located in the 
following cities: New York, Atlanta, Chicago, Cincinnati, Omaha, 
Memphis, Dallas and San Francisco. During its active life, the 
Corporation made loans to over 1,000,000 home owners, which 
loans totaled substantially more than $3,000,000,000. The original 
interest rate was 5%. In 1939 it was changed to 434%* Although 
the original maximum life of these loans was fifteen years, it was 
extended to twenty-five years from the date of the original loan in 
order to ease the burden of carrying them. Out of 198,112 pieces 
of property acquired by the Corporation, 99 ) 4 % bave been sold. 

The capital stock of the Corporation, amomiting to $200,000,000, 
is owned by the United States Government, and the Corporation 
oTtos $100,000,000 of the capital stock of the Federal Savings and 
Loan Insurance Corporation. The Home Owners’ Loan Corpora¬ 
tion financed its lending program mainly through the sale of its 
bonds to tbe public in the amount of $3,489,453,550, all of which 
have since been called for payment. While the first issue of Home 
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Owners’ Loan Corporation bonds was not guaranteed, all later 
issues were guaranteed, both principal and interest, by the United 
States Government. These bonds were exempt from Federal, 
State, municipal and local taxation, except estate, inheritance and 
gift taxes and Federal surtax on incomes. 



COMMODITY CREDIT CORPORATION 


T he Commodity Credit Corporation was created under the laws 
of the State of Delaware in accordance with Section II of the 
National Industrial Recovery Act of June 16,1933, and Executive 
Order No. 6340 of October 16,1933. The Act of January 31, 1935, 
as amended, continued the Corporation as an agency of the United 
States. 

Under the President’s Reorganization Plan, effective July 1, 
1939, the Commodity Credit Corporation was made a part of the 
United States Department of Agriculture and came under the 
supervision of the Secretary of the Department. Under the Execu¬ 
tive Order of April 19, 1943, the Corporation was transferred to 
the War Food Administration and upon termination of the latter 
body, it was transferred by Executive Order of June 29,1945, back 
to the jurisdiction of the Department of AgricultPre. 

The Corporation is under the management of a Board of Direc¬ 
tors and the Secretary of Agriculture is its Chairman. The princi¬ 
pal office of the Corporation is located in Washington and its 
functions are carried out through the Production and Marketing 
Administration of the Department of Agriculture. The authority 
of the Corporation includes the power to buy, sell, lend upon and 
engage in other activities concerning food and agricultural com¬ 
modities. Before the war, the principal activity of the Corporation 
was making loans to farmers on agricultural commodities stored in 
warehouses and on farms. The purpose of these loans was to stabi¬ 
lize farm prices and to store up surpluses during the years of large 
crops for use in bad years, in accordance with the “Ever-normal 
Granary Plan.” 

After the outbreak of the war, the Corporation’s activities were 
extended to help increase production and assure orderly distribu¬ 
tion of food arid other agricultural commodities. The current ac¬ 
tivities of the Commodity Credit Corporation include loans to 
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farmers as provided by the Stabilization Act of 1942; the carrying 
out of price supporting and other operations concerning certain 
agricultural commodities in accordance with an Act of Congress; 
the procurement, shipment, storage, and sale of certain foods and 
other agricultural commodities for domestic and foreign use. In 
accordance with the Surplus Property Act of 1944, the Corpora¬ 
tion handles the disposal of surplus foods and agricultural com¬ 
modities for export. 

The Commodity Credit Corporation has an authorized capital 
of $1,000,000,000 and may borrow up to $4,750,000,000 by the 
sale of its obligations, which are guaranteed by the United States 
Government, which owns all of the capital stock. The notes of the 
Corporation which were issued prior to March 1, 1941, were ex¬ 
empt from Federal, State, municipal and local taxation, except 
surtaxes, estate, inheritance and gift taxes, and were also exempt 
from excess profits tax. 

As the Government has followed the same policy which it has 
pursued with regard to the Reconstruction Finance Corporation 
notes, there are not presently outstanding in the hands of the 
general public any obligations of the Commodity Credit Corpora¬ 
tion. However, with the Treasury’s approval, the Corporation has 
borrowed from commercial banks in connection with commodity 
transactions. 



FEDERAL FARM MORTGAGE 
CORPORATION 


T he Federal Farm Mortgage Corporation was established by an 
Act of Congress, approved January SI, 1934, and was later 
transferred to the Department of Agriculture under the Reorgani¬ 
zation Plan 1, effective July 1,1939. The purpose of the Corpora¬ 
tion was to supply funds for the making of Land Bank Commis¬ 
sioner Farm Mortgage loans, which are separate and distinct 
from Federal Land Bank loans. 

During the depression, this type of loan was especially in de¬ 
mand. The reason for this was that the terms were more generous 
than those granted by the Federal Land Banks, except the interest 
rate, which was higher. The Commissioner loans are available for 
the same purpose as the Federal Land Bank loans but may be 
made against second mortgages, whereas Federal Land Banks re¬ 
quire first mortgage collateral. These loans may also be made up 
to 75% of the appraised agricultural value of the farm property, 
whereas Land Bank loans were made only up to 50% (now 65%) 
of the appraised value of the property. In addition, the Commis¬ 
sioner loans may be made to refinance farmer indebtedness in con¬ 
nection with proceedings under Chapter 8 of the Bankruptcy Act. 

Since the last bonds of the Federal Farm Mortgage Corporation 
were paid off May 15,1944, there are not presently outstanding in 
the hands of the public any of its obligations. These bonds were 
exempt from Federal, State, municipal and local taxation, except 
estate, inheritance and gift taxes and the Federal surtax on in¬ 
comes. The Federal Farm Mortgage bonds were guaranteed, both 
principal and interest, by the United States. 
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UNITED STATES HOUSING AUTHORITY 


T he United States Housing Authority was created under the 
terms of the United States Housing Act, which was approved 
September 1, 1937, and operated under the Department of the 
Interior. It was transferred to the Federal Works Agency, under 
the Reorganization Plan 1, which wa^ effective July 1, 1939, and, 
on February 24, 1942, was transferred by Executive Order No. 
9070 to the Federal Public Housing Authority in the National 
Housing Agency. 

Under the act, the Authority granted capital loans and annual 
subsidies to local public housing agencies to aid them in develop¬ 
ment and administration of slum clearance and low-rent projects. 
These contracts are now. administered by the Federal Public 
Housing Authority under Executive Order No. 9070 mentioned 
above. 

United States Housing Authority notes were guaranteed, both 
principal and interest, by the United States. The last publicly 
held issue of United States Housing Authority notes was paid off 
on February 1,1944, and there are not presently outstanding any 
of its obligations in the hands of the public. These notes were 
exempt from Federal, State, municipal and local taxation, except 
inheritance, estate, gift taxes and Federal surtax on incomes. 
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FEDERAL NATIONAL MORTGAGE 
ASSOCIATION 


T he Federal National Mortgage Association was established on 
February 10, 1938, under the terms of the National Housing 
Act. The Association has a paid-in capital of $10,000,000 which is 
owned by the Reconstruction Finance Corporation and has a 
paid-in surplus of $1,000,000. 

The purposes of the Association are: 

1. To provide a market for mortgages insured under Title II of the 
National Housing Act. 

To facilitate the building and financing of sound rental housing 
projects by making first mortgage loans insured under Section 207 of 
the Act. 

3. To issue to investors, notes, bonds or other obligations according to 
the provisions of the act and the regulations of the Federal Housing 
Administrator. 

The Federal National Mortgage Association is under the man¬ 
agement of a Board of Directors and has agencies in the oflSces of 
the Loan Agencies of the Reconstruction Finance Corporation. 

Only two issues of the Association’s notes were sold to the public 
and these have since been paid off. These notes were not guaran¬ 
teed by the United States Government. They were exempt from 
Federal, State, inunicipal and local taxation, except surtax, estate, 
inheritance and gift taxes, and in addition the 2% issue due May 
16,1943, was also exempt from the excess-profits tax. 


I 
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TERRITORY OF HAWAII 


T he Hawaiian Islands, with the expressed desire of their citi¬ 
zens, were annexed to the United States July 7, 1898 and 
created a Territory April 30, 1900, thus extending the Constitu¬ 
tion to the Islands and making their people citizens. 

The Territory has a delegate in Congress who has the right to 
debate but not to vote. The administration of the Territory is 
under a Governor appointed by the President of the United States, 
for a term of four years. The legislature of Hawaii consists of a 
House of Representatives containing thirty members, who are 
elected for two years, and a Senate of fifteen members, who are 
elected.for four years. There has recently been a strong movement 
to make Hawaii the forty-ninth State. 

A very striking indication of the financial strength of the Terri¬ 
tory is that Federal income taxes have regularly exceeded those 
from twelve to nineteen States, and similarly retail sales per capita 
have exceeded as many as those from thirty-five States. The main 
sources of income are sugar, pineapples, the tourist trade, and 
large expenditures by the United States Navy and Army. 

The net debt of the Territory was reduced from $20,226,000 on 
July 30,1944', to $12,287,000 on June 30,1945. The tax collections 
of the Territory have been running consistently from 95% to 
100%. The principal and interest of Hawaiian indebtedness has 
always been promptly paid, and in the event of threatened default, 
the United States Congress, having plenary powers to substitute 
its own authority for that of the Territorial Government, could 
impose such, measures directly upon its people as would assist or 
compel them to discharge their obligations. These bonds are legal 
for savings banks in various States, including the State of New 
York. 

A Supreme Court decision has upheld the tax-exemption of 
Hawaiian bonds in a decision which stated that the bonds are ex- 
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empt from taxation by any State, Municipal or local subdivision 
thereof. This means that the bonds are exempt from all taxes ex¬ 
cept estate, inheritance and gift taxes. 

Hawaiian bonds are instrumentalities of the United States, but 
are not guaranteed either as to principal or interest. 



COMMONWEALTH OF THE PHILIPPINES 


AS A EEsnXiT of the war with Spain, the Philippine Islands were 
J\. transferred to the United States under the terms of the Treaty 
of Paris, which was made effective in Washington, April 11,1899. 
On March 24, 1934, the Tydings-McDuffie Act, having been 
passed by the United States Congress, was approved by the Pres¬ 
ident. It provided for independence on July 4, 1946. Until inde¬ 
pendence, the President of the United States appoints a High 
Commissioner as his representative to the Islands. The chief ex¬ 
ecutive of the Commonwealth is the President, who is elected by 
popular vote. The new Philippine Constitution was ratified by a 
popular vote of the Philippine people on May 14, 1935. Amend¬ 
ments to the Constitution provide for an elected Congress which 
consists of a Senate and a House of Representatives. 

The great majority of the foreign trade of the Philippines has 
always been done with the United States. The chief products are 
sugar, hemp, coconut oil, tobacco and rice. In addition, the Islands 
have fairly extensive natural resources including gold, silver, cop¬ 
per, coal and iron, which have not yet been widely developed. 

With the cooperation of the United States, the Philippine Com- 
monweallfi should regain its former excellent financial and eco¬ 
nomic position. On December 31, 1945, Philippine deposits in the 
United States Treasury amounted to $518,665,203. No decision 
has yet been made by the Philippine Commonwealth as to what 
the disposition will be of these funds. The Philippine debt held by 
American investors amounts to about $35,000,000 and principal 
and interest have always been met promptly. Since the market for 
Philippine bonds is approximately at its all-time low yield basis, 
investors are indicating perfect confidence that principal and in¬ 
terest will continue to be promptly paid. These bonds are exempt 
from Federal and local taxation by an act of the United States 
Congress. 
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In the opinion of the Attorney General of the United States 
(December 26, 1903, and restated August 11,1921): “The Philip¬ 
pine bonds are authorized explicitly by the national power and, 
while in the strict and legal sense, the faith of the United States of 
America is not pledged as a guarantee for the payment of the loan, 
or for the due use of the proceeds, or the observance of the sinking 
fund requirements, the entire transaction is to be negotiated under 
the auspices of the United States of America, and by its recogni¬ 
tion and aid. There can be no doubt, therefore, that the national 
power will take the necessary steps in all contingencies to protect 
the purchasers in good faith of these securities.” 



PUERTO RICO 


T he Government of Puerto Rico is administered under the 
terms of the Organic Act of March 2, 1917, which granted 
United States citizenship to Puerto Ricans. The Governor is ap¬ 
pointed by the President of the United States, as are also the 
Attorney General and the Commissioner of Education. The legis¬ 
lature consists of a Senate of nineteen members, and a House of 
Representatives of thirty-nine members, all of which are elected 
every four years. In addition, a Resident Commissioner is elected 
to the United States House of Representatives for a four-year 
term. The Commissioner has the right to debate, but not to vote. 
All voters and holders of public oflSce in Puerto Rico must be 
United States citizens. All laws which are passed are subject to 
veto by the President of the United States. 

The population of the Island, as shown by the 1940 census, was 
1,869,255, and the density of the population exceeds that of all 
States except Rhode Island and New Jersey. 

The economy of Puerto Rico is principally agricultural, and 
sugar cane is the most important product. The value of shipments 
in 1944 amounted to $52,530,044. Due to the restriction m pro¬ 
duction of beverage alcohol in the United States, rum has become 
the second most valuable product of the Island. The value of ship¬ 
ments in 1944 was $24,145,775. The needlework industry, which 
for many years was the second largest, shipped goods valued at 
$20,100,909 during 1944. Other agricultural products are coffee, 
citrus fruits, cotton, coconuts and pineapples. 

Puerto Rico has been enjoying the best financial position in its 
history. The most recent available statement of its finances is as of 
June 30, 1944. At that time, .its bonded debt had been cut from 
$16,398,000 in the previous fiscal year to $11,244,000, while at the 
same date its unobligated surplus was $74,921,112. 

Puerto Rican bonds, although not guaranteed, are instrumen- 
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talities of the United States Government. Although principal and 
interest have always been promptly met, in the event of a threat¬ 
ened default, the United States Congress, having plenary powers, 
may impose special taxes upon the Puerto Rican people to compel, 
or assist them in meeting their obligations. 

Puerto Rican bonds are exempt, by an Act of Congress, from 
taxation by the Government of the United States, or of Puerto 
Rico and its political subdivisions, or by any State of the United 
States and its municipalities. They are also exempt from taxation 
by any Territory and by the District of Columbia. 
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PREWAR BONDS 
1905-1917 


4% Funded Loan of 1907. 

4% Refunding Certificates 

(convertible into 4% bonds). 

4% Loan of 1925. 

3% Spanish War Loan of 1908-18. 

2% Consols of 1930. 

2% Panama Canal Loan of 1916-36. 

2% Panama Canal Loan of 1918-38. 

3% Panama Canal Loan of 1961. 

Postal Savings Bonds. 

3% Conversion Loan of 1946 and 1947.... 

3% One-year Notes. 

2% One-year Certificates of Indebtedness.. 


Whm 

,- Outstanding -^ 

Issued 

June 30,1905 

April 1 1917 

1877-1879 

$156,595,600 

$ 

1879 

27,530 


1895-1896 

118,489,900 

118,489,900 

1898 

77,135,360 

63,945,460 

1900 

542,909,950 

606,288,850 

1906-1907 

— 

49,817,480 

1908 

— 

26,178,600 

1911 

— 

50,000,000 

1911-1917 

— 

10,039,760 

1916-1917 

— 

25,057,200 

1916-1917 

— 

23,540,000 

1917 


50,000,000 


$895,158,340 

$1,023,357,200 


Of the above debt in 1917, the national banks held $714,523,000 on March 
5,1917, and the Federal Reserve Banks on March 31, 1917, held $104,912,300—a 
total for the two classes of institutions of $819,435,300, or more than 80% of 
the entire national debt. 
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4% FUNDED LOAN OF 1907 
(Acts of July 14, 1870, January £0, 1871, and January 14, 1875) 

Dated: July 1,1877. Redeemable: After July 1, 1907. 

Interest payable quarterly (Jan., Apr., July, Oct. 1). Coupon and Registered form. 

Offebed: (First offering) June 16, 1877, amoimt indefinite. 

Pxjrpose: Proceeds of this loan to be applied to the redemption of 5-20 6% bonds, 
or the exchange of such bonds for 5-20s, par for par. Under the first act (refund¬ 
ing) there was issued $710,387,100 at from 100 to 10034> including $40,052,050 
issued in the conversion of Refunding Certificates authorized by the Act of 
Feb. 26, 1879. 

The Act of Jan. 14, 1875, authorized the issuance of these bpnds, at not 
less than par, for the purpose of redeeming on or after Jan. 1, 1879, in coin, 
the outstanding United States legal tender notes when presented in sums of 
not less than $50. Under this (resumption) act, there was issued $30,500,000 
at 100, of which $5,500,000 was applied to the payment of the “Halifax 
Award.” 

Amount Issued: $740,887,100. 

Fully Tax-Exempt. 

Acceptable to secure Government deposits and national bank note circulation. 

Mlabket : These bonds were popular with the banks to secure national bank note 
circulation and Government deposits. They sold at a premium during virtually 
their entire career. 

HIGH—129J^ flat, March 1889 
LOW — 99 flat, April 1879 

Redemption: The Act of March 14, 1900, provided for the refunding of these 
bonds into Consol 2s of 1930. On various dates between March* 1900 and 
April 1907, holders were permitted to surrender their 4s at prices equivalent 
to an income return of in exchange for Consol 2s at 100, 101, 102 and 

103. In December 1906 the Secretary of the Treasury offered to purchase 
$10,000,000 4s; registered bonds at 101 ex interest, and coupon bonds at 102 
flat. Also, on February 11, 1907, he offered to purchase $25,000,000 4s at 
101/4 fi^t, and on March 14, 1907, he offered to anticipate payment of 
$15,000,000 4s with interest in full to their maturity. 

On April 2, 1907, the Secretary of the Treasury called the outstanding 4s of 
1907 (about $36,126,150) for redemption on July 2,1907, and interest ceased 
on the latter date. 
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4% LOAN OF 19^5 

(Acts of July 14, 1870, and January 14, 1875) 


Dated: Feb. 1, 1895. Eedeemable: After Feb. 1, 1925. 

Interest payable quarterly (Feb., May, Aug., Nov. 1). Coupon andRegistered form. 

Offered: The first issue was made March 12, 1895, amounting to $62,315,400, 
to pay for 3,500,000 oimces of gold. The premium ($2,800,844) realized on the 
gold was equivalent to a sale of the bonds at 104.4946. The second issue com¬ 
menced Feb. 10, 1896, and amounted to $100,000,000; offered for public sub¬ 
scription, and sold at an average price of 111.1662. 

Amount Issued: $162,315,400. 

Purpose: To enable the Secretary of the Treasury to redeem the United States 
notes, known as “Greenbacks” in coin on and after January 1, 1879, and to 
replenish the gold fund. The proceeds were primarily used to pay for the Treas¬ 
ury’s purchases of gold coin. The transactions occurred during President Cleve¬ 
land’s fight for sound money and constituted his remedy to restore reserves of 
the Treasury. 

Fully Tax-Exempt. 

Acceptable to secure Government deposit's and national bank note circulation. 

Market: These bonds always sold at a substantial premium because of their 
availability both for circulation and public deposits, also their attractiveness 
as an investment. The high premium tended to discourage purchases by banks, 
since against the premium no circulation could be issued. Consequently, their 
holdings of these bonds were far smaller than of other bonds which possessed 
the circulation privilege. 

♦HIGH—138%, Dec. 1901 
LOW —100, Feb. 1925 (maturity) 

Redemption: During the fiscal years 1902 and 1903, $43,825,500 par amount of 
these bonds was purchased for the sinking fund and retired, leaving outstand¬ 
ing $118,489,900. No further reductions were made, and on Oct. 15, 1924, the 
Secretary of the Treasury called the outstanding 4s of 1925 for redemption on 
Feb. 2, 1925, and interest ceased on the latter date. 

*Prior to Jan. 1, 1909, all prices were quoted “flat” to include interest. These quotations, 

taken from our records, have been adjusted to show the interest deducted. 
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3% SPANISH WAR LOAN OF 1908-18 
(Act of June 13, 1898) 

Dated: Aug. 1,1898. Redeemable: After Aug. 1, 1908. Payable: Aug. 1, 1918. 

Interest payable quarterly (Feb., May, Aug., Nov. 1). Coupon and Registered form. 

Offered: Jime IS, 1898, $^00,000,000 for Cash at 100. 

Amount Issued: $198,792,660. 

Purpose: To carry on the war with Spain. 

Fully Tax-Exempt. 

Acceptable to secure Government deposits and national bank note circulation. 

Market: These bonds were very popular with the banks and were closely held. 
Within a year after their issuance they sold at 109j^. 

HIGH-lllH, Feb. 190l 

LOW — 98j^, April 1917 (when Liberty Sj^s were offered). 

Redemption: The* Act of March 14, 1900, provided for the refunding of these 
bonds into Consol 2s of 1930. $132,449,900 were refunded into Consol 2s and 
$2,397,300 were purchased by the Treasury and canceled, leaving outstanding 
$63,945,460. The First Liberty Loan Act (April 24, 1917) authorized the issu¬ 
ance of $63,945,400 Liberty bonds to provide for the payment of these bonds. 

On April 15, 1918, the Secretary of the Treasury annoimced that the 3s of 
1908-18 would be paid on or before Aug. 1, 1918, and interest would cease on 
the latter date. 
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CONSOL £% LOAN OF 1930 
(Act of March 14, 1900) 


Dated: April 1, 1900, Payable: After April 1, 1930. 

Interest payable quarterly (Jan., Apr., July, Oct. 1). Coupon and Registered 

form. This was the first issue of bonds to be specifically made payable in gold 

coin. 

Amount Issued: $646,250,150, between 1900 and 1907, in exchange for :5s of 1904 
sold in 1894 to replenish the gold reserve; 4s of 1907 which were the remainder 
of the Civil War debt; and 3s of 1908-18 issued to finance the Spanish War. 
The Government paid the holders of the older issues a premium for making the 
exchange, but received a small premium on the Consols by way of offset. 

Purpose: For refunding; also to provide the national banks with a security for 
national bank notes which would never sell much above par and consequently 
would not require the banks to tie up money in premiums, against which bank 
notes could not be issued. It was likewise expected these bonds would never 
sell below par, but this hope was disappointed during the time the Federal 
Reserve Act was pending in Congress, and on other occasions. 

Fully Tax-Exempt. 

Acceptable to secure Government deposits and national bank note circulation. 

Market: Principally to secure circulation and Government deposits. 

HIGH—1095i, Dec. 1902 
LOW — 94, July 1913 

Redemption: Under Section 18 of the Federal Reserve Act, $46,526,100 Consol 
2s were refunded into Conversion 3% bonds and 1-year 3% notes, reducing 
the amount outstanding to $599,724,050. 

On March 11, 1935, the Secretary of the Treasury called the outstanding 
Consol 2s of 1930 for redemption on July 1, 1935, and interest ceased on the 
latter date. 
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PANAMA CANAL %% LOANS OF 1916~S6 AND 1918-38 
(Acts of June ^8, 190^, and December £1, 1905) 

Series of 1906: 

Dated: Aug. 1, 1906. Redeemable: Aug. 1,1916, Payable: Aug. 1, 1936. 

Series of 1908: 

Dated: Nov. 1, 1908. Redeemable: Nov. 1, 1918. Payable: Nov. 1, 1938. 

Interest payable quarterly (Feb., May, Aug., Nov. 1). Coupon and Registered form. 

The Series of 1906 was offered in two lots: (1) July % 1906, $30,000,000 for com¬ 
petitive bidding. Subscriptions totaled $44^371,300 at prices ranging from 100 
to 1^. The average price offered by the successful bidders was 104.036. 
{%) Nov. 17,1907, $50,000,000 for competitive bidding. This offering was made 
at the time of the currency stringency. A total of $24,631,980 was issued at an 
average price of 102.99, and almost entirely absorbed by the banks which 
were allowed to retain 90% of the purchase price as additional deposits. 

Amount Issued: $54,631,980. 

The Series of 1908 was offered Nov. 18, 1908, $30,000,000 for competitive bid¬ 
ding. The average price received was 102.4368. 

Amount Issued: $30,000,000. 

Purpose: To provide for the construction of a canal connecting the waters of the 
Atlantic and Pacific Oceans. The Act of Dec. 21, 1905, gave these bonds “all 
the rights and privileges accorded by law to the other 2% bonds of the United 
States,’’ thus assuring banks using them to secure circulation that they need 
pay a tax of only H of 1% annually, just as with bank notes secured by Con¬ 
sol 2s, instead of a tax of 1*% which was paid upon bank notes secured by 
other issues. 

Fully Tax-Exempt. 

Acceptable to secure Government deposits and national bank note circulation. 

Market: Principally to secure circulation and Government deposits, 

HIGH—105J^, Nov. 1906 
LOW — 943 ^, July 1913 

Redemption: Under Section 18 of the Federal Reserve Act, $5,677,800 of the 
Series of 1906, and $4,052,600 of the Series of 1908 were refunded into Con¬ 
version 3% bonds and 1-year 3% notes, reducing the amounts outstanding to 
$48,954,180 Series 1906, and $25,947,400 Series 1908. 

On March 11, 1935, the Secretary of the Treasury called the outstanding 
Panama Canal 2s for redemption on August 1, 1935, and interest ceased on the 
latter date. 
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PANAMA CANAL 3% LOAN OF 1961 
(Acts of August 5, 1909, February 4, 1910 and March 1911) 

Dated: June 1, 1911. Payable: June 1, 1961. 

Interest payable quarterly (Mar., June, Sept.,Dec. 1). Coupon and Registered form. 

Offered; May 16, 1911, $50,000,000, for competitive bidding. The number of 
bids received was 5,693, totaling $212,085,200. 

Amount Issued: $50,000,000, at an average price of 102.5825. 

Purpose: (same as Panama Canal 2% Loans). The authorizing Act of August 5, 
1909, repealed the right to issue any further 2% Panama bonds, and by the 
subsequent Act of March 2, 1911, the Secretary of the Treasury was author¬ 
ized to insert in these bonds a provision that “such bonds shall not be receiv¬ 
able ... as security for the issue of circulating notes to national banks.” 

Fully Tax-Exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22, 1932, granted the circulation privilege for three years, 
terminating July 22, 1935. 

Market: Largely held by estates and individuals having incomes subject to 
heavy surtaxes: 


Range: 

-- 

-High -\ 

Yield 

/- 

Low -^\ 

Yield 

1911 to 1919. 

.104 

Mar. 1916 

2.84% 

80 

July 1917 

8.96% 

1920 to 1929. 

.102 

Jan. 1928 

2.91% 

74H 

Aug. 1921 

4.85% 

1930 to 1939. 

.122M 

Dec. 1938 

1.78% 

87 

Feb. 1980 

8.70% 

1940 to 1945. 

-135J^ 

July 1945 

.65% 

120 

Jan. 1940 

1.86% 


Outstanding: December 31,1945—$49,800,000. In accordance with the debt- 
retirement policy of the Government, during the fiscal year 1923 $200,000 
bonds were retired and canceled. No further reductions have been made. 
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CONVERSION S% BONDS OF 1946 AND 1947 
(Act of December 23, 1913) 

Series of 1916: Dated: Jan. 1, 1916. Payable: Jan. 1, 1946. 

Series of 1917: Dated: Jan. 1, 1917. Payable: Jan. 1, 1947. 

Interest payable quarterly (Jan., April, July, Oct. 1). Coupon and Registered form. 

Amount Issued: Series of 1916, $15,761,000. Series of 1917, $13,133,500. Sold by 
the Federal Reserve Banks to the public at arbitrary prices ranging from 94 
to 10334 as they individually arranged sales. 

Purpose : To provide for the gradual retirement of the national bank notes and to 
substitute therefor Federal Reserve Bank notes, also to substitute a bond that 
did not bear the circulation privilege for the Consol 2s and Panama 2s, thus 
placing the Government debt among natural investors instead of with the banks. 
The Federal Reserve Act of 1913 provided that after December 23, 1915, 
and at any time during the period of twenty years thereafter, national banks 
could offer to the Treasurer of the United States such bonds securing circula¬ 
tion as they wished to sell at par and accrued interest, and the Federal Reserve 
Board had the power to require the Federal Reserve Banks to purchase not 
exceeding $25,000,000 in any one year. The Federal Reserve Banks were per¬ 
mitted to keep the bonds they purchased and issue Federal Reserve Bank notes 
against them, or apply to the Secretary of the Treasury for an exchange of the 
purchased bonds for 3 0-year 3 % bonds or 1-year 3 % notes, the law requiring that 
conversion be made practically one-half in the bonds and one-half in the notes. 

The Federal Reserve Banks were first authorized to present 2% bonds for 
conversion on April 1, 1916. Further amounts of 2% bonds were presented at 
each recurring quarter, until with the issue of April I, 1917, $56,256,500 2% 
bonds had been retired and in lieu thereof there were outstanding $28,894,500 
30-year 3% bonds and $27,362,000 1-year 3% notes. For purposes of conven¬ 
ience, all bonds issued during 1916 ^were dated January 1, 1916, and those 
issued in 1917 were dated January 1, 1917. 

Following the emission of World War I bonds and the advance of 2s to 
premium prices, it was no longer possible for the Federal Reserve Banks to 
acquire 2s at par, nor, in turn, to sell to the public Conversion 3s at or above 
par. Consequently, no more conversions were made. 

Fully Tax-Exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22, 1932, granted the circulation privilege for three years, 
terminating July 22, 1935. 

Market: No broad market ever existed for these bonds and they were primarily 
attractive only to estates and individuals because of their tax-exempt feature: 


Range: 

/- 

-High -^ 

Yield 

, - 

—Low -^ 

Yield 

1916 to 1919... 

...103 

July 1916 

2.85% 

80 

Dec. 1917 

4.23% 

1920 to 1929... 

...101% 

Jan. 1918 

2.88% 

74 

June 1920 

4.77% 

1930 to 1939... 

...115 

Nov. 1935 

1.5S% 

90 

Feb. 1932 

3.94% 

1940 to 1945... 

...114 

Jan. 1940 

.93% 

100% 

Sept. 1945 

.37% 

Outstanding: December 

31, 1945— 






Series of 1916~$15,761,000 due Jan. 1, 1946. 
Series of 1917—$13,133,500 due Jan. 1, 1947. 
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THE FIVE LIBERTY LOANS 
1917-1919 


Date of 

Liberty Loan Original lame 

First . June 15, 1917 

(May 14—June 22, 1917) 

Second . Nov. 15, 1917 

(Oct. 1—Oct. 27, 1917) 

Third . May 9,1918 

(April 6—May 4, 1918) 

Fourth . Oct. 24, 1918 

(Sept. 28—Oct. 19, 1918) 

Victory . May 20, 1919 

(April 21—May 10, 1919) 


Amourd 

Offered 

$2,000,000,000 

3,000,000,000 

3,000,000,000 

6,000,000,000 

4,500,000,000 


Amourd 

Subscribed 

$3,035,226,850 

4.617.532.300 
4,176,516,850 
6,992,927,100 

5.249.908.300 
$24,072,111,400 


Amourd 

Issued 

$1,989,455,550 

3,807,865,000 

4,^75,650,050 

6,964,581,100 

4,495,373,000 

$21,432,924,700 


Estimated Number of Subscribers 


First Liberty Loan . 4,000,000 

Second Liberty Loan . 9,400,000 

Third Liberty Loan . 18,376,815 

Fourth Liberty Loan . 22,777,680 

Victory Liberty Loan . 11,803,895 
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FIRST LIBERTY LOAN 334% BONDS OF 1932-47 
(Act of April 24, 1917) 


Dated: June 15, 1917. Redeemable: June 15, 1932. Payable: June 15, 1947. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: May 14-June 22, 1917, for Cash at 100. 

Original Isstte: $1,989,455,550. 

Convertible into any higher rate bond issued during the war (except short¬ 
term loans) within six months from the date of issue of such higher rate bond. 
This conversion privilege was terminated April 24, 1919. 

Fully Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: HIGH—1051^, Jan. 1935, to yield 2.97% 

LOW — 86, June 1921, to yield 4.40% 


Liberty 334s 1932-47 

(Quotations in Sinds.) 



/-ffiffh-V- 

Field • 

/- L 

!>W -\ 

Yield 

1917 

100.10 

Sept. 

8.47% 

98.3 

Dec. 

3.60% 

1918 

102.16 

, Aug. 

8.27% 

97.6 

Jan. 

3.66% 

1919 

101. 

Oct. 

8.40% 

98.6 

Feb. 

3.60% 

1920 

100.13 

Jan. 

8.46% 

89.10 

May 

4.17% 

1921 

96.22 

Nov. 

3.TO% 

86. 

June 

4.40% 


103.6 

Oct. 

3.11% 

94.27 

Jan. 

8.85% 

1928 

101.29 

Jan. 

3.24% 

99.3 

Oct. 

8.65% 

1924 

101.28 

June 

3.23% 

98.21 

Mar. 

3.59% 

1925 

101.29 

Feb. 

3.21% 

99.11 

Oct. 

3.54% 

1926 

101.25 

June 

3.17% 

99.18 

Jan, 

3.63% 

1927 

102.18 

Dec. 

2.89% 

100.23 

Apr. 

3.36% 

1928 

101.26 

Feb. 

3.04% 

98.9 

Oct. 

3.63% 

1929 

99.31 

Jan. 

3.50% 

96. 

June 

3.81% 

1930 

102. 

Nov. 

2.20% 

98.26 

Jan. 

8.69% 

1931 

102.23 

May 

.98% 

97.11 

Dec. 

3.73% 

1932 

102.26 

Dec. 

.00% 

94.2 

. Jan. 

4.05% 

1933 

103.20 

Jan. 

.00% 

99. 

Nov^ 

3.59% 

1934 

104.18 

July 

.00% 

100.4 

Jan. 

3.20% 

1935 

105.14 

Jan. 

.00% 

100.1 

June 

.00% 
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FIRST LIBERTY LOAN CONVERTED 4% BONDS OF 1932-47 
(Acts of April 24, 1917, and Sept. 24, 1917) 

Dated: Nov. 15, 1917. Redeemable: June 15, 1932. Payable: June 15, 1947. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Issued upon conversion of First 33^% bonds under the conversion privilege aris¬ 
ing Nov. 15, 1917, through issue of the Second Liberty Loan, and terminating 
six months thereafter on May 15, 1918. Convertible into any higher rate 
bond issued during the war. 

Issued on Conveesion: $568,318,450. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: HIGH—103%, Jan. 1935, to yield .00% 

LOW — 83, May 1920, to yield 5.14% 
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FIRST LIBERTY LOAN CONVERTED 43^% 

BONDS OF 193^--47 

(Acts of April 24 , 1917, Sept, 24 , 1917 , and April 4 , 1918) 

Dated; May 9, 1918. Redeemable; June 15, 1932. Payable: June 15, 1947. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Issued upon conversion of First 33^% and 4% bonds under the conversion 
privilege arising May 9, 1918, through issue of the Third Liberty Loan, and 
terminating six months thereafter on Nov. 9, 1918 (the privilege to convert 
4% bonds was extended and continued in effect until finally withdrawn on 
June 30, 1925). Not convertible into any future issue. 

Issued on Conversion; $555,125,600. 

Partially Tax-Exempt. Acceptable at par in payment of estate and inheritance 
taxes if owned continuously for at least six months prior to death. 

Acceptable to secure Government deposits. 

Marjoit: HIGH—104% May 1934, to yield .00% 

LOW — 84, May 1920, to yield 5.37% 


Liberty First 434s 1932-47 


(Quotations in S2ncLs.) 



-Eigt 

i -^ 

Yield 

/- Low -\ 

Yield 

1918 


Oct. 

4.81% 

93.26 

Aug. 

■4.65% 

1919 

96.19 

Jan. 

4.46% 

98.3 

Dec. 

4.70% 

1920 

94. 

Jan. 

4.64% 

84. 

May 

5.37% 

1921 

98. 

Dec. 

4.38% 

85.13 

Jan. 

5.22% 

1922 

101.25 

July 

4.03% 

96.1 

Feb. 

4.52% 


99.6 

Feb, 

4.30% 

96.22 

Mar. 

4.48% 

1924 

102.24 

Aug. 

3.84% 

98.7 

Jan. 

4.87% 

1925 

103.6 

July 

3.72% 

101.11 

Mar. 

4.04% 

1926 

103.2 

Dec. 

3.63% 

101.20 

Jan. 

3.97% 

1927 

103.30 

Mar. 

3.42% 

102.28 

Jan. 

3.67% 

1928 

103.16 

Jan. 

3.89% 

100. 

July 

4.26% 

1929 

101.12 

Dec. 

3.67% 

98.4 

May 

4.40% 

1930 

103.2 

Nov. 

2.27% 

100.10 

' Jan. 

4.09% 

1931 

103.16 

May 

1.00% 

98.26 

Dec. 

4.35% 

1932 

102.24 

Sept. 

.58% 

97.22 

Feb. 

4.47% 

1933 

103.4 

Sept. 

.08% 

99.28 

Mar, 

4.26% 

1934 

104.12 

May 

.00% 

101.6 

Jan. 

1.46% 

1935 

104.4 

Jan. 

.00% 

100.1 

June 

.00% 
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FIRST-SECOND LIBERTY LOAN CONVERTED 4}i% 
BONDS OF 193^-47 

(Acts of April 24,1917, Sept. 24,1917, April 4,1918, and Sept. 24,1918) 


Dated: Oct. 24, 1918. Redeemable: June 15, 1932. Payable: June 15, 1947. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Issued upon conversion of First 33^% bonds under the conversion privilege aris¬ 
ing Oct. 24,1918, through issue of the Fourth Liberty Loan, and terminating 
six months thereafter on April 24,1919. Not convertible into any future issue. 

Issued on Conversion: $3,492,150. 

Partially Tax-Exempt. Acceptable at par in payment of estate and inheri¬ 
tance taxes if owned Continuously for at least six months prior to death. 

J^cceptable to secure Government deposits. 

Market: HIGH—103%, April 1927, to yield 3.50% 

LOW — 86, May 1920, to yield 5.S 


Liberty First-Second Converted 434s 1932-47 

(Quotations in SSnds.) 



—High -\ 

Yield 

r - Low -N 

Yield 

1919 

102. 

Oct. 

4.05% 

94.10 

Jan. 

4.30% 

1920 

101.3 

Jan. 

4.13% 

86. 

May 

5.22% 

1921 

100. 

Dec. 

4.25% 

93.26 

Mar. 

4.68% 

1922 

102. 

July 

4.00% 

96.26 

Jan. 

4.48% 

1923 

99,23 

Sept. 

4.26% 

97. 

Sept. 

4.45% 

1924 

103. 

July 

3.81% 

98.20 

Jan. 

4.35% 

1925 

103. 

June 

3.76% 

100.16 

Jan. 

4.17% 

1926 

102.16 

Apr. 

3.79% 

101. 

Apr. 

4.25% 

1927 

103.16 

Apr. 

3.50% 

102.11 

Aug. 

3.73% 

1928 

102.17 

Mar. 

3.60% 

100. 

Oct. 

4.25% 

1929 

101.4 

Oct. 

3.80% 

98.25 

Mar. 

4.35% 

1930 

102.8 

Nov. 

2.79% 

100. 

Jan. 

4.25% 

1931 

103. 

Aug. 

.63% 

98.8 

Dec. 

4.41% 

1932 

102.8 

Sept. 

.53% 

97. 

Feb. 

4.52% 

1933 

102. 

Apr. 

1.22% 

101.16 

Feb. 

2.41% 

1934 

102.31 

Dec. 

.00% 

102.16 

Apr. 

.49% 

1935 

103.16 

Jan. 

.00% 

100.1 

June 

.00% 


479 



* Redemption of First Liberty Loan Bonds. 

On March 14, 1935, the Secretary of the Treasury called all outstanding First 
Liberty Loan bonds for redemption on June 15, 1935, and interest ceased on 
the latter date. Outstanding at the time of the call were: 


Fibst 3J^s.$1,392,^26,250 

First Converted 4s. 5,002,450 

First Converted 434s. 532,489,100 

First-Second Converted 4J4s. 3,492,150 


$1,933,209,950 

On April 22, 1935, only holders of the First Liberty Loan bonds called for 
redemption were offered in exchange, at 100, additional issues of Treasury 2J^% 
bonds of 1955-60, and \%% Treasury notes of Series A-1940. On May 3, the 
ssue price of the %%% bonds was increased to 10034 - 


SECOND LIBERTY LOAN 4% BONDS OF 1927-42 
(Acts of AprH 24, 1917, and Sept. 24, 1917) 

Dated: Nov. 15,1917. Redeemable: Nov. 15, 1927. Payable: Nov. 15,1942. 
Interest payable May and Nov. 15. Coupon and Registered form. 

Offered: Oct. 1-Oct. 27, 1917,*for Cash at 100. 

Original Issued $3,807,865,000. 

Convertible into any higher rate bond issued during the war. This conversion 
privilege was terminated June 30, 1925. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: HIGH~101%, May 1925, to yield 3.21% 

LOW — 81% May 1920, to yield 5.42% 
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SECOND LIBERTY LOAN 4^% BONDS OF 19^7-42 
(Acts of April 24 , 1917 , Sept. 24 , 1917 , and April 4, 1918) 

Dated: May 9, 1918. Redeemable: Nov. 15, 1927. Payable: Nov. 15, 1942. 

Interest payable May and Nov. 15. Coupon and Registered form. 

Issued upon conversion of Second 4s under the conversion privilege arising May 
9, 1918, through issue of the Third Liberty Loan, and terminating six months 
thereafter on Nov. 9, 1918. This conversion privilege was renewed and finally 
withdrawn on June 30, 1925. Not convertible into any future issue. 

Issued on Conversion: $3,707,691,950. 

Partially Tax-Exempt. Acceptable at par in payment of estate and inheri-' 
tance taxes if owned continuously for at least six months prior to death. 

Acceptable to secure Government deposits. 

Market: HIGH—102, July 1924, to yield 3.61% 

LOW — 81^, May 1920, to yield 5.70% 


Liberty Second 4j^s 1927-42 

(Quotations in SSnds.) 



r - High -\ 

Yield 

t - Lou 

> - ^ 

Yield 

1918 

98.5 

Nov. 

4.38% 

93.3 

July 

4.72% 

1919 

95.12 

May 

4.58% 

91.4 

Dec. 

4.90% 

1920 

92.28 

Jan. 

4.76% 

81.3 

May 

5.70% 

1921 

97.26 

Dec. 

4.41% 

85.10 

Jan. 

5.40% 

1922 

101. 

July 

4.04% 

95.24 

Jan. 

4.58% 

1923 

99.3 

Feb. 

4.82% 

96.24 

Mar. 

4.50% 

1924 

102. 

July 

3.61% 

98.4 

Jan. 

4.40% 

1925 

101. 

June 

3.81% 

100.11 

Nov. 

4.07% 

1926 

101.5 

Dec. 

i.95% 

100.13 

Sept. 

3.87% 

1927 

101.4 

Jan. 

2.87% 

100.1 

Nov. 

.00% 


Redemption of Second Liberty Loan Bonds 

On May 9, 1927, the Secretary of the Treasury called the outstanding Second 
Liberty Loan bonds (about $1,723,000,000 434s and $20,848,000 4s) for re¬ 
demption on Nov. 15, 1927, and interest ceased on the latter date. 

On March 8, prior to the call for redemption, only holders of Second 434% 
bonds were offered in exchange 3J4% Treasury notes of Series A 1930-32. By 
subsequent offerings, after the call for redemption, holders of both Second 4% 
and 434% bonds were offered in exchange Treasury 3^% bonds of 1943-47, 
at 100, and 334%‘Treasury notes of Series B 1930-32, at 10034* 

Beginning June 16, the Treasury invited tenders of the Second Liberty 
Loan bonds, and the average price paid for 4s was 100.40369, and for 434s, 
100.4852. Other purchases from surplus moneys were made of 434s at an 
average price of 100.4852. 

On the following dates purchases for the sinking fund account were author¬ 
ized of 434s: Oct. 17-22 at 100?^; Oct. 24-29 at 100%; Oct. 31-Nov. 7 at 
100%, and thereafter until Nov. 12, both 4s and 434s, at 100. 
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THIRD LIBERTY LOAN 4^% BONDS OF 1928 
(Acts of April 24, 1917, Sept. 24, 1917, and April 4, 1918) 


Dated: May 9, 1918. Payable: Sept. 15, 1928. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Apr. 6-May 4, 1918, for Cash, at 100. 

Amount Issued: $4,175,650,050. 

Not convertible into any future issue. 

Partially Tax-Exempt. Acceptable at par in payment of estate and inheri¬ 
tance taxes if owned continuously for at least six months prior to death. 

Acceptable to secure Government deposits. 

Market: HIGH—102^^, Aug. 19^, to yield 3.51% 

LOW — 85%, Dec. 1920, to yield 6.60% 

Redemption: The Third 434% bonds matured Sept. 15, 1928, and interest 
ceased on that date. 

On Dec. 3, 1924, the Treasury offered to accept Third 434s at 100 when 
tendered in payment for Treasury 4s of 1944-54 subscribed for and allotted. 

During the fiscal year 1926, the entire appropriation for the sinking fund 
was applied to the retirement of Third 434s. Beginning in November 1925, 
the Treasury changed its policy of making all purchases for the sinking fimd 
account through the Federal Reserve Bank of New York, and instead asked 
for tenders of Third 434s direct from holders. In this manner, and otherwise, 
a total of $317,091,750 Third 434s was purchased at an average cost of 101^ 
for the fiscal year. 

Exchange offerings to holders of Third 4J4s during 1928 were: (Jan. 9) 
^J^% Treasury notes of Series C 1930-32; (July 5) Treasury 3^% bonds of 
1940-43; (Sept. 7) 434% Treasury Certificates TJ-1929. 

Also, during 1928 the Treasury offered to purchase various amounts of 
Third 434s as follows: (May 11) Up to $50,000,000 at 100^; (June 11) Up 
to $125,000,000 at 100%; (Aug. 1-15) amount unspecified, at 100%, and 
thereafter at 100. 


Liberty Third 43is 1928 

(Quotations in S2nds.) 



t - High -^ 

YiM 

/- Low -\ 

YiOd 

1918 

99.3 

May 

4.36% 

94. 

Dec. 

5.02% 

1919 

96.19 

Sept. 

4.72% 

93.8 

Dec. 

5.20% 

1920 

95. 

Jan. 

4.97% 

85.19 

Dec. 

6.60% 

1921 

98.10 

Dec. 

■ 4.64% 

88. 

Jan. 

6.25% 

1922 

101. 

July 

4.06% 

96.24 

Jan. 

4.86% 

1923 

99.14 

Dec. 

4.38% 

97.25 

Mar. 

4.72% 

1924 

102.25 

Aug. 

3.61% 

99.8 

Jan. 

4.44% 

1925 

102.5 

June 

3.64% 

100.23 

Nov. 

3.97% 

1926 

101.17 

Dec. 

3.33% 

100.25 

Jan. 

3.97% 

1927 

101.21 

Jan. 

3.21% 

100.18 

Dec. 

3.50% 

1928 

101.8 

July 

.00% 

99.31 

Sept. 

.00% 
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FOURTH LIBERTY LOAN 4^% BONDS OF 1933-38 

(Acts of April 24, 1917, Sept. 24, 1917, April 4, 1918, 
and Sept. 24, 1918) 

Dated: Oct. 24, 1918. Redeemable: Oct. 15, 1933. Payable: Oct. 15, 1938. 
Interest payable April and Oct. 15. Coupon and Registered form. 

Offered: Sept. ^8-Oct. 19, 1918, for Cash at 100. 

Amount Issued: $6,964,581,100. 

Not convertible into any future issue. 

Partially Tax-Exempt. Acceptable at par in payment of estate and inheri¬ 
tance taxes if owned continuously for at least six months prior to death. 
Acceptable to secure Government deposits. 

Market: HIGH—104%, Jan. 1935, to yield .00% 

LOW — 82, May 1920, to yield 5.82% 

Redemption: The refunding of the Fourth Liberty Loan 4}i% bonds was begun 
Oct. 12, 1933. Of the original amount issued, there was outstanding about 
$6,268,000,000 at the time of the first call. The bonds were called by their 
serial numbers, and interest ceased on the date, the bonds were called for 
redemption: 

A'p'proximaie Called for re- 

Date Amount Serial Numbers demotion on: 

, First Call. 0<?t. 12, 1933 $1,880,000,000 1, 9, 0 (prefix A, J,E:) Apr. 15, >1934 

Second Call. Apr. 13, 1934 1,200,000,000 2 or 8'(prefixBorH) Oct. 15,1934 

Third Call . Oct. 12, 1934 1,800,000,000 5, 6, 7 E,P,G) Apr. 15.1985 

Fourth Call. Apr. 14, 1935 1,246,000,000 3 or 4 5>refixC orD) Oct. 15,1935 

On Oct. 15, 1933, all holders of Fourth 4j^% bonds (whether called or un¬ 
called) were offered in exchange Treasury 43^-334% bonds of 1943-45, at 100. 

By subsequent offerings on various dates, the Fourth 434s were refunded as 
follows; 

First-Called; Exchanged for Treasury S34% bonds of 1944-46, at 100. 
Second-Called: Exchanged for Treasury 334% bonds of 1944-46 (addi¬ 
tional issue) at 100, and 234% Treasury notes of Series D-1938, at 100. 
Third-Called: Exchanged for Treasury 2J^% bonds of 1955-60, at 100. 
Fourth-Called; Exchanged for 134% Treasury notes of Series C-1939, at 
100, and Treasury 2?4% bonds of 1945-47, at 100. 

A total of $4,311,851,500 bonds and $1,025,595,500 notes were issued on ex¬ 
change. 
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FOURTH LIBERTY LOAN 434% BONDS OF 193S-S8 

Continued 

Liberty Fourth 4Ms 1933-38 

(Quotations in 82 nda.) 


Uncalled 


1918 

/- High -\ 

98-3 Nov. 

Yield 

4.89% 

/- Li 

94. 

Dec. 

Yield 

4.72% 

1919 

95.23 

Jan. 

4.58% 

91.12 

Nov. 

4.95% 

1920 

93. 

Jan. 

4.82% 

82. 

May 

5.82% 

1921 

98.4 

Dec. 

4.41% 

85.14 

Jan. 

5.67% 

1922 

101.26 

July 

4.04% 

95.27 

Jan. 

4.62% 

1923 

99.6 

Feb. 

4.32% 

96.27 

Mar. 

4.63% 

1924 

103. 

Aug. 

3.86% 

98.8 

Jan. 

4.42% 

1925 

103-10 

July 

3.78% 

101.20 

Mar. 

4.02% 

1926 

103.18 

Dec. 

3.66% 

101.29 

Jan. 

3.96% 

1927 

104.12 

Mar. 

3.60% 

103.12 

Jan. 

3.68% 

1928 

104. 

Jan. 

8.48% 

100.3 

Dec. 

4.23% 

1929 

101.23 

Dec. 

3.76% 

98.6 

Aug. 

4.49% 

1930 

103.27 

Nov. 

2.87% 

100.28 

Jan. 

3.92% 

1931 

105.5 

May 

2.05% 

98.15 

Dec. 

4.61% 

1932 

104.8 

Dec. 

.00% 

98.8 

Jan. 

4.60% 

1933 

103.31 

Oct. 

.00% 

100.12 

Mar. 

3.58% 

1934 

104.10 

May 

.00% 

101.23 

Jan. 

1.97% 

1936 

104.16 

Jan. 

.00% 

100.1 

Oct. 

.00% 

1933 

102.4 

Oct. 

Ccdied 

.00% 

101. 

Nov. 

1.82% 

1934 

102.16 

Oct. 

.00% 

101.26 

Dec. 

.00% 
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VICTORY LIBERTY LOAN 3M% AND 4^% NOTES OF 1922-23 
(Act of March 8, 1919) 

Dated: May 20, 1919. Redeemable June 15 or Dec. 15, 1922. Payable: 
May 20, 1923. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Apr. 21-May 10, 1919, for Cash at 100. 

Amount Issued: $ 672,585,100 3^% Notes 
3,822,787,900 4%% Notes 

The 3^% and 4^% notes were interconvertible, at the holder’s option, 
after July 15, 1919. This privilege was terminated Feb. 9, 1922. 

The S^% notes were fully tax-exempt, and the 4%% notes were partially 
exempt. The 4%% notes were acceptable at par in payment of estate and 
inheritance taxes if owned continuously for at least six months prior to death. 
Market: 

3 / < HIGH—100%, June 1919, to yield 3.58% 

/LOW —i94%. May 1920, to yield 6.62% 

* ,3 . \HIGH—10031^, Mar. 1922, to yield 3.41% 

/LOW — 94%, May 1920, to yield 6.70% 

Redemption: The refunding of the Victory Loan notes was begun Jan. 26,1922, 
when the Federal Reserve Banks were authorized to purchase on or before 
Feb. 1, 1922, up to $100,000,000 at 100, direct from holders, for retirement 
The offer to purchase 4%% notes was extended by successive authorizations. 
Also, holders of both 35^% and 454% notes were offered in exchange 4?4% 
Treasury notes of Series A-1925. In addition, provisions were made from 
time to time for accepting Victory notes in payment of income and profits 
taxes on various tax-payment dates. 

On Feb. 9, 1922, the Secretary called the outstanding 354% notes (about 
$400,000,000) for redemption on June 15, 1922, and interest ceased on the 
latter date. On May 26, and June 8, holders of the notes were offered in ex¬ 
change 3j^% TD2-1922, and 354% TJ-1923, Treasury certificates, respec¬ 
tively. 

On July 26, 1922, the Secretary of the Treasury called the outstanding 
454% notes, bearing the prefix letters. A, B, C, D, E, or F (about $753,000,000) 
for redemption on Dec. 15, 1922, and interest ceased on the latter date. 

On various dates between Oct. 9, 1922, and May 7, 1923, holders of the 
454 % notes were offered opportunities to exchange their holdings for the fol¬ 
lowing: 434% Treasury bonds of 1947-52; 454% A-1926, 454% B-1925, 4J4% 
B-1926, 454 % C-1925 and A-1927, and 454% B-1927, Treasury notes; 334% 
TM2-1923, 4% TD-1923, 4)4% TS2.1923, and TM-1924, Treasury Certifi¬ 
cates. 

On May 20, 1923, the 454% notes, bearing the prefix letters G. H, I, J, K 
or L, matured, and interest ceased on that date. 


485 



VICTORY LIBERTY LOAN 3^% AND 4%% NOTES OF 1922-23 

t Continued 


Victory 354s 1922-23 

(Quotations in SSnds.) 



/- High -i 

Yield 

e - Low -\ 

Yield 

1919 

100.15 

June 

3.58% 

98.27 

Dec. 

4,.i5% 

1920 

99.13 

Jan. 

3.94% 

94.19 

May 

6.63% 

1921 

100.3 

Dec. 

3.59% 

95.25 

Jan. 

6.75% 

1922 

100.10 

Jan. 

3.41% 

99.29 

June 

3.80% 



Victory 454s 

1922-23 



1919 

100.1 

June 

4.74% 

98.20 

Dec. 

3.18%' 

1920 

99.13 

Jan. 

4.95% 

94.22 

May 

6.70% 

1921 

100.3 

Dec. 

4.55% 

95.28 

Jan. 

6.58% 

1922 

100.31 

Mar. 

3.41% 

99.31 

Oct. 

4.80% 

1923 

100.10 

Jan. 

S.7B% 

100. 

Mar. 

4.75% 
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UNITED STATES TREASURY BONDS 
1923-1945 


A LL United States Treasury bonds were issued under authority 
of the Second Liberty Bond Act, as amended. 

From 1922 to 1941, they were issued for Refunding purposes 
and to cover budgetary deficits; during 1941 for Defense purposes, 
and from 1942 through 1945 for World War II. 


Date Offered 

Rale 

Maturity 

1922—Oct. 9 

4M% 

Oct. 16,194T-62 

1924—Dec. 3 

4% 

Pec. 16, 1944-54 

1925—Mar. 5 

4% 

Dec. 15, 1944-54* 

1926—Mar. 8 

3M% 

Mar. 15, 1946-56 

1927—May 31 

iys% 

June 15, 1943-47 

1928—July 5 


June 15, 194(MS 

1931—Mar. 2 

»%% 

Mar. 16, 1941-48 

June 1 

9Vi% 

June 15, 1946-49 

Aug, 31 

3% 

Sept. 15, 1951-55 

1933-July 31 

3M% 

Aug. 1, 1941 

Oct. 16 

4K%-3M% 

Oct. 15, 1943-45 

1934—Apr. 4 

m% 

Apr. 15. 1944-46 

June 4 

3% 

June 15, 1946-48 

Sept. 10 

3M% 

Apr. 15, 1944-46* 

Dec. 3 

m% 

Dec. 16, 1949-62 

1935—Mar. 4 

m% 

Mar. 15, 1955-60 

Apr. 22 


Mar. 16, 1955-60* 

May 27 

3% 

June 15, 1946-48* 

June 24 

3% 

June 16. 1946-48* 

July 15 


Mar. 15, 1955-60* 

July 29 


Mar. 16, 1955-60* 

Aug. 12 


Mar. 16, 1966-60* 

Sept. 3 


Sept. 15, 1946-47 

Dec. 2 


Sept 15, 1945-47* 

1936-Maj. 2 


Mar. 15, 1948-61 

June 1 

2%% 

June 16, 1951-64 

Sept. 8 

m% 

Sept 15, 1966-59 

Dec. 7 


Dec. 15, 1949-53 

1937-Mar. 8 

2^% 

Dec. 15, 1949-53* 

Dec, 6 

2H% 

Deo. 16, 1946 


^Additional Issue 
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UNITED STATES TREASURY BONDS—C'ojrfinticd 


Date Offered 

Rate 

Maturity 

19S8—Mar. 7 

2J^% 

Sept. 15, 1948 

June 6 

2%% 

June 15, 1958-63 

Sept. 8 

2J^% 

Sept. 15, 1950-52 

Dec. 5 

2% 

Dec. 15, 1947 

Dec. 5 

2M% 

Dee. IS, 1960-65 

1939—Mar. 6 

2J^% 

Sept. IS, 1950-52* 

Mar. 6 

m7o 

Dec. 15, 1960-65* 

Nov. 28 

2% 

Dec. 15, 1948-50 

Dec. 12 

2M% 

Dec. 15, 1951-53 

1940—July 11 

2M% 

June IS, 1954-56 

Sept. 25 

2% 

June 15, 1953-55 

1941—Feb. 25 

2% 

Mar. 15, 1948-50 

Mar. 19 

2J^% 

Mar. 15, 1952-54 

May 22 

2J^% 

Mar. IS, 1956-58 

Oct. 9 

2J^% 

Sept. IS, 1967-72 

Dec. 4 

2% 

Dec. 15, 1951-55 

Dec. 4 

2J4% 

Sept. 15, 1967-72* 

1942—Jan. 12 

2% 

June 15, 1949-51 

Feb. 13 

2M% 

June 15, 1952-55 

May 4 

2% 

Sept. 15, 1949-51 

May 4 

2J^% 

June 15, 1962-67 

July 8 

2% 

Dec. IS, 1949-51 

Aug. 3 

2H% 

June 15. 1962-67* 

Oct 8 

2% 

Mar. 15. 1950-52 

Nov. SO 

Wo 

, June 15, 1948 \ First 

Nov. 30 

Wo 

Dec. 15. 1963 68 J War Loan 

1943—Apr. 12 

2% 

Sept. 15| 1950—52 1 Second 

Apr. 12 

2J^% 

June 15, 1964-69 / War Loan 

Sept. 9 

2% 

Sept. 15, 1951-53 1 Third 

Sept. 9 

2J^% 

Dec. 15, 1964-69 / War Loan 

Oct. 6 

2% 

Sept. 15.1951-53* 

Oct. 6 

2J^% 

Dec. 15. 1964-69* 

1944—Jan. 18 

2J^% 

Sept. 15,1956—59 1 Fourth. 

'Jan. 18 

2J.^% 

Mar. 15, 1965-70 / War Loan 

Mar. 2 

Wo 

Sept. 15, 1956-59* 

Mar. 2 

Wo 

Mar. 15. 1965-70* 

June 12 

2% 

June IS, 1952-54 \ Fifth 

June 12 

2^% 

Mar. 15, 1965-70*/ War Loan 

Nov. 20 

2% 

Dec. IS, 1952-54 \ Sixth 

Nov. 20 

2J^% 

Mar. 15, 1966-71 / War Loan 

Nov. 20 

2% 

Dec. 15. 1952-54* 

Nov. 20 

2J^% 

Mar. 15, 1966-71* 

1945—May 14 


Dec. 15. 1950 ] „ 

May 14 

2Ji% 

June 15, 1959-62 > 

May 14 

Wo 

June 15. 1967-72 J 

Oct. 29 

Wo 

Dec. 15. 1959-62 1 Victory 

Oct. 29 

2}^% 

Dec. 15. 1967-72 J (Eighth)LoAN 

^Additional Issue 
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NOTE 

High and Low prices for outstanding Treasury bonds are to Dec. 31,1945. 
For range by years see Descriptive Chart, facing page 528. For issues 
maturing prior to 1945, range by years follows the description of the bonds. 


434% BONDS OF 1947-52 

Dated: Oct. 16, 1922. Redeemable: Oct. 15, 1947. Payable: Oct. 15, 1952. 

Interest payable Apr. and Oct. 15. Coupon and Registered form. 

Offered: Oct. 9-14, 1922, $500,000,000 for Cash at 100, also in exchange for 
4%% Victory notes (called or uncalled), and Treasury certificates 334% 
D 1922. 434% TD-1922 and 3)4% TD2-1922. 

Subscriptions: Cash, $1,399,851,900; amounts not in excess of $10,000 allotted 
in full, and on subscriptions for larger amounts allotments ranged down from 
40% to 10%. Exchange, $252,060,900, 100% allotment 

Amount Issued: $763,962,300. 

Partially Tax-exempt. Acceptable at»par in payment of estate and inheri¬ 
tance taxes. 

Acceptable to secure Government deposits. 

Market- First recorded quotations: Oct. 17, 1922, 100 Bid. 100% Asked. 

HIGH—1222%. Dec. 1940, to yield .82% 

LOW — 98%, Mar. 1923, to yield 4.34% 
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4% BONDS OF 1944-54 

Dated: Dec. 15, 1924. Redeemable: Dec. 15, 1944. Payable: Dec. 15, 1954. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Dec. 8-4, 1924, $200,000,000 for Cash at 100; and through Dec. 20, 
in exchange for Third Liberty Loan 434% bonds, 4%% Treasury notes of 
Series A-1925, and 434% Treasury certificates TM-1925. 

Mar. 5-10, 1925, (additional issue) $200,000,000 for Cash at 10034; 4%% 
Treasury notes of Series A-1925 and 4% Treasury certificates TM-1925, 
maturing Mar. 15, 1925, accepted at 100 in part payment. 

Subscriptions: 

(12-3-24)— Cash, $1,460,530,550; Amounts for $1,000 and under were allotted 
in full; in excess of $1,000 but not exceeding $10,000, allotments were 65%, 
and in excess of $10,000 rejected. Exchange, $532,420,300, 100% allotment. 
Issued: $756;,933,800. 

(3-5-25)— Cash and Exchange, $382,326,400. Cash and exchange subscrip¬ 
tions were allotted on the same basis. Amounts not exceeding $10,000 allotted 
in full, and in excess of $10,000 allotments ranged down from 80% to 
40%. Issued: $290,154,700. 

Amount Issued: $1,047,088,500. 

PARTiAU[iY Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Dec. 10, 1924, 100% Bid, 100% Asked. 

HIGH—116%, June 1939, to yield .89% 

LOW — 94, Jan. 1932, to yield 4.43% 

Redemption: On Aug. 14, 1944, the Secretary of the Treasury called the out¬ 
standing 4s of 1944-54 (about $1,036,692,400) for redemption on Dec. 15, 
1944, and interest ceased on the latter date. On Nov. 20, 1944, holders of the 
called bonds, other than commercial banks, were offered in exchange Treasury 
234s of 1966-71, Treasury 2s of December 1952-54, or 134% Treasury notes 
C-1947 (all offered in the Sixth War Loan). Commercial banks were offered 
in exchange the 2% Treasury bonds and the l34% notes, but not the 234% 
bonds. 
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4% BONDS OF 1944-54 —Continued 


Treasuky 4s 1944—54 

(Quotations in 32nds.) 



/- High 

- » 

Yield. 

t - 'LtO'w 


Yield 

19^4 

101. 

Dec. 

3.98% 

100.8 

Dec. 

3.98% 

19^5 

104.14 

Jiily 

3.68% 

100.14 

Jan. 

3.97% 

19^6 

106.11 

Dec. 

3.53% 

102.26 

Jan. 

3.79% 

1927 

111. 

Dec. 

3.16% 

106. 

Jan. 

3.54% 

1928 

111.12 

Jan. 

3.13% 

104.26 

Aug. 

3.61% 

1929 

108.30 

Dec. 

8.35% 

101.4 

Mar. 

3.90% 

1930 

109.31 

Mar. 

3.33% 

105.19 

Jan. 

3.49% 

1931 

109.22 

May- 

3.13% 

97.26 

Dec. 

4.15% 

1932 

106.23 

Dec. 

3.39% 

94. 

Jan. 

4.43% 

1933 

107.14 

Jan. 

3.34% 

99.31 

Mar. 

4.01% 

1934 

109.23 

July 

3.91% 

101.21 

Jan. 

3.80% 

1933 

112.8 

July 

3.53% 

108.24 

Jan. 

3.97% 

1936 

116.9 

Dec. 

1.83% 

111. 

Jan. 

3.60% 

1937 

113.23 

Jan. 

1.86% 

109.12 

Apr. 

Z.64% 

1938 

114.23 

June 

1.63% 

111.22 

Apr. 

3.13% 

1939 

116.20 

June 

.89% 

110.2 

Sept. 

1.97% 

1940 

115.6 

Apr. 

•71% 

111.21 

June 

1.84% 

1941 

113.24 

Jan. 

.48% 

108.10 

Dec. 

1.15% 

1942 

108.31 

Jan. 

.88% 

106.4 

Dec. 

.84% 

1943 

106.6 

Jan. 

.79% 

103.4 

Dec. 

.73% 

1944 

103.7 

Jan. 

.55% 

100.1 

Dec. 

.00% 
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n BONDS OF IMW 

Dated: Mar. 15, M, Redeemable: Mai. 15,1946. Payable: Mar. 15,1956 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Mar. 8-11,1926,1500,000,000 for Cash at 100)^. Treasury 
notes maturing Mar. 15,1926, were accepted in part payment. 

Subscriptions: Cash, $647,243,900. Amounts not exceeding $50,000 were allot¬ 
ted in full; m excess of $50,000, allotments ranged down from 80% to 50%. 

Amount Issued: $494,898,100. i 

Partially Tax-exempt. 

Acceptable to secure Covemment deposits. 

Market: First recorded quotations: Mar. 15, 1926, 100% Bid, 100% Asked. 

H16H-116%, Dec. 1940, to yield .56% 

LOW - 89%, Jan. 1932, to yield 4.48% 

Redemption: On Nov. 14,1945, the Secretary of the Treasury called the out¬ 
standing % of 1946-56 (about $489,000,000) for redemption on Mar. 15, 
1946, with interest to cease on the latter'date. No exchange offering was made. 



3?^% BONDS OF 1943--47 


Dated: June 15, 1927. Redeemable: June 15, 1943. Payable; June 15, 1947. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: May 31-June 2, 1927, $200,000,000 for Cash at lOOj^, and through 
June 30, in exchange for Second Liberty Loan 4s and 434 sj at 100 for each 
bond. 

Subscriptions: Cash, $617,604,800. Amounts not exceeding $100,000 were al¬ 
lotted 50%, and in excess of $100,000, allotments were 40% and 30%. Ex¬ 
change, $245,256,450, 100% allotment. 

Amount Issued: $494,854,750. 

Partially Tax-exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22,1932, these bonds were granted the circulation privilege 
for three years, terminating July 22, 1935. 

Market; First recorded quotations: June 18, 1927, lOOJ^ Bid, 100% Asked. 

HIGH—1111%, June 1939, to yield .51% 

LOW — 872%, Jan. 1932, to yield 4.55% 

Iedemption: On Feb. 13, 1943, the Secretary of the Treasury called the out¬ 
standing 3^s of 1943-47 (about $454,000,000) for redemption on June 15, 
1943, and interest ceased on the latter date. No exchange offering was made. 


Treasury 3^s 1943-47 

(Quotatiozis in 32nds.) 



t - High -\ 

Yidd 

/- Lou 

, - , 

Yield 

1927 

103.3 

Dec. 

3.13% 

100.6 

June 

3.36% 

1928 

103,10 

Jan. 

3.10% 

98.6 

Dec. 

3.51% 

1929 

100.6 

Dec. 

3.35% 

95.12 

Mar. 

3.72% 

1930 

102.25 

Nov. 

3.10% 

99.1 

Jan. 

3.45% 

1931 

103.18 

May 

3.02% 

90.20 

Dec. 

4.21% 

1932 

102.14 

Dec. 

3.10% 

87.20 

Jan. 

4.55% 

1933 

102.27 

July 

3.05% 

97.4 

Mar. 

3.63% 

1934 

105.18 

July 

2.67% 

98.23 

Jan. 

3.50% 

1935 

107.30 

July 

2.27% 

103.28 

Jan. 

2.86% 

1936 

111.3 

Dec. 

1.58% 

106.17 

Jan. 

2.40% 

1937 

110.18 

Jan. 

1.64% 

104.28 

Apr. 

2.52% 

1938 

110.25 

, June 

1.16% 

107.18 

Jan. 

1.91% 

1939 

111.14 

June 

.51% 

106.14 

Sept. 

1.60% 

1940 

109.30 

Jan. 

.46% 

107.15 

June 

.86% 

1941 

107.31 

Jan. 

.18% 

103.21 

Dec. 

.86% 

1942 

104.2 

Jan. 

.46% 

101.9 

Dec. 

.55% 

1943 

101.11 

Jan. 

.35% 

100.1 

June 

.00% 
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SH% BONDS OF 1940-43 


Dated: July 16, 1928. Redeemable: June 15, 1940. Payable: June 15,1943. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: July 5-7, 1928, $250,000,000 for Cash at 100, and through July 31, 
in exchange for Third Liberty Loan 434s. 

Subscriptions: Cash, $743,367,700. Amounts not exceeding $1,000 were al¬ 
lotted in full, and in excess of $1,000 allotments ranged down from 60% to 
20%. Exchange, $107,521,550, 100% allotment. 

Amount Issued: $359,042,950. 

Partially Tax-exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22,1932, these bonds were granted the circulation privilege 
for three years, terminating July 22, 1935. 

Market: This offering occurred at a time when the Government bond market 
was inactive. Stocks were mounting in price with a large daily turnover and 
high money rates prevailed. First recorded quotations: July 17, 1928, 98^^ 
Bid, 99 Asked. 

HIGH—109, Mar. 1936, to yield 1.20% 

LOW — 372^6, Jan. 1932, to yield 4.89% 

Redemption: On Feb. 14, 1940, the Secretary of the Treasury called the out¬ 
standing 3^s of 1940-43 (about $353,000,000) for redemption on June 15, 
1940, and interest ceased on the latter date. On June 11, 1940, all holders of 
the called bonds were offered in exchange 1% Treasury notes of Series C-1943, 


Treasury S%b 1940-43 

(Quotations in S2nds.) 



/- High -v 

Yield 

/- Low -\ 

Yield 

1928 

99.21 

Nov. 

3.40% 

98. 

Aug. 

3.65% 

1929 

100.4 

Nov. 

3.86% 

95.4 

Mar. 

3.83% 

1930 

102.12 

Nov. 

3.09% 

98.30 

Jan. 

3.46% 

1931 

103.16 

May 

2.93% 

91. 

Dec. 

4.38% 

1932 

102.12 

Dec. 

3.02% 

87.24 

Jan. 

4.89% 

1933 

102.29 

Feb. 

2.93% . 

98. 

Mar. 

3.61% 

1934 

105.26 

July 

2.32% 

98.24 

Jan. 

3.63% 

1935 

108.28 

Aug. 

1.47% 

104.14 

Jan. 

2.50% 

1936 

109. 

Mai*. 

1.20% 

107.19 

Feb. 

1.56% 

1937 

107.28 

Jan. 

1.04% 

104.20 

Apr. 

1.88% 

1938 

106.27 

June 

.02% - 

104.13 

Sept. 

.88% 

1939 

105.8 

Jan. 

.00% 

101.16 

Sept. 

1.36% 

1940 

102.16 

Jan. 

.00% 

100.13 

June 

.00% 
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sys% BONDS OF 1941-43 


Dated: Mar. 16,1931. Redeemable: Mar. 15, 1941. Payable: Mar. 15,1943. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Mar. 2-3, 1931, $500,000,000 for Cash at 100, but primarily in the 
nature of a refunding operation in exchange for 33^% Treasury notes of Series 
^ A and B 1930-32, called for redemption on Mar. 15, 1931. 

Subscriptions: Cash, $1,369,148,200. Exchange, $742,723,100. Cash sub¬ 
scriptions were rejected, and on exchange subscriptions allotments were 80%. 

Amount Issued: $594,230,050. 

Partially Tax-exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22, 1932, these bonds were granted the circulation privi¬ 
lege for three years, terminating July 22, 1935. 

Market: First recorded quotations: Mar. 6, 1931, 100% Bid, 100% Asked. 

HIGH—109%, Nov. 1936, to yield 1.02% 

LOW — 8834> Jan. 1932, to yield 4.88% 

Redemption: On Nov. 14, 1940, the Secretary of the Treasury called the out¬ 
standing S^s of 1941-43 (about $545,000,000) for redemption on Mar. 15, 
1941, and interest ceased on the latter date. On Feb. 25 1941, all holders of 
the called bonds were offered in exchange Treasury 2s of March 1948-50, or 
%% Treasury notes of Series D-1943. 


Treasury S^s 1941-43 

(Quotations in S2nds.) 



/- High - 1 

Yield 

/ - Low 

-V 

Yield 

1931 

103.16 

May 

2.07% 

90.30 

Dec. 

4.42% 

1932 

102.10 

Dec. 

3.06% 

88.1 

Jan. 

4.88% 

1933 

102.25 

Feb. 

2.09% 

96.31 

Mar. 

3.73% 

1934 

105.20 

July 

2.43% 

98.20 

Jan. 

8.66% 

1935 

108.29 

July 

1.71% 

104.14 

Jan. 

2.60% 

1936 

109.29 

Nov. 

1.02% 

108. 

Jan. 

1.74% 

1937 

108.28 

Jan. 

1.20% 

104.24 

Apr. 

2.12% 

1938 

108.2 

June 

.44% 

106.16 

Sept. 

.-78% 

1939 

107. 

Jan. 

•12% 

103.15 

Sept. 

1.04% 

1940 

104.26 

Jan. 

.00% 

101.26 

Dec. 

.00% 

1941 

101.27 

Jan. 

■00% 

100.2 

Mar. 

■00% 
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3H% BONDS OF 1946-49 


Dated: June 15, 1931. Eedeemable: June 15, 1946, Payable: June 15, 1949. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: June 1-3, 1931, $800,000,000 for Cash at 100, and in exchange for 
TJ-1931 and 1M% TJ2-1931 Treasury certificates, maturing June 15, 

1931. 

Subscriptions; Cash, $5,743,418,000. Amounts not exceeding $10,000 were al¬ 
lotted 30%, and in excess of $10,000 allotments ranged down from 30% to 3%. 
Exchange, $572,106,500, 57% allotment. 

Amount Issued: $821,406,000. 

Partially Tax-exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22,1932, these bonds were granted the circulation privilege 
for three years, terminating July 22, 1935. 

Market: First recorded quotations: June 9, 1931, 101% Bid, 101% Asked. 

HIGH-1132%, Dec. 1940, to yield .61% . 

LOW — 83, Jan. 1932, to yield 4.60% 


3% BONDS OF 1951-55 


Dated: Sept, 15,1931. Redeemable: Sept. 15,1951. Payable: Sept. 15, 1955. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Aug. Sl-Sept. 5, 1931, $800,000,000 for Cash at 100, and in exchange 
for 2^% TS-1931 and lH% TS2-1931 Treasury certificates, maturing Sept. 
15, 1931. 

. Subscriptions: Cash and Exchange, $940,559,550. Cash and exchange sub¬ 
scriptions were treated alike. Amounts not exceeding $100,000 were allotted 
in full, and m excess of $100,000 allotments ranged down from 90% to 75%. 

Amount Issued: $800,424,000. 

Partially Tax-exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22,1932, these bonds were granted the circulation privilege 
for three years, terminating July 22, 1935. 

Market: At the time these bonds were offered, the market appeared saturated 
with low-coupon, long-term bonds. The supply exceeded the demand. The 
bonds were not quoted at 100 until Apr. 1934. First recorded quotations- 
Sept. 15, 1931, 99% Bid, 992% Asked. 

HIGH—1132%, Dec. 1940, to yield 1.60% 

LOW — 82%, Jan. 1932, to yield 4.24% 
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3M% BONDS OF 1941 


Dated: Aug. 15, 1933. Payable: Aug. 1,1941. 

Interest payable Feb. and Aug. 1. Coupon and Registered form. 

Offered: July 31, 1933, $500,000,000 for Cash at 100, for cash subscriptions 
over $10,000; through Aug. for cash subscriptions up to and including 
$10,000, also in exchange for 4% TAG-1933 Treasury certificates maturing 
Aug. 15, 1933; and through Aug. 4, in exchange for 1M% TS-1933 Tr^sury 
certificates maturing Sept. 15, 1933, 

Subscriptions: Cash, $2,748,37^,650. Exchange, $476,006,500. Cash and 
exchange subscriptions in amounts up to and including $10,000 were al¬ 
lotted in full, and in excess of $10,000, cash subscriptions were allotted 123 ^%, 
and exchange subscriptions 50%. 

Amount Issued: $835,043,100. 

Partially Tax-exempt. 

Acceptable to secure Government deposits. By the Federal Home Loan Bank 
Act, approved July 22, 1932, acceptable to secure circulation until July 22, 

' 1935. 

Market: ^^irst recorded quotations: Aug. 8, 1933, 100% Bid, 100% Ask^. 

^ HIGH—109%, Nov. 1936, to yield 1.11% 

LOW — 97%, Jan. 1934, to yield 3.57% 

Redemption: These bonds matured Aug. 1, 1941, and interest ceased on that 
date. On May 22, 1941, all holders of the maturing bonds were offered in 
exchange Treasury 2}^s of 1956-58, or %% Treasury notes of Series D-1943. 


Treasury 3}^s 1941 

(Quotations in S2nds.) 



t - High -\ 

YiM 

r - Iam 

- » 

YiM 

1933 

101.24 

Sept. 

3.00% 

97.31 

Nov. 

3.65% 

1934 

105.19 

July 

2.38% 

97.27 

Jan. 

3.67% 

1935 

108.29 

July 

1.68% 

104.18 

Jan. 

2.49% 

1936 

109.25 

Nov. 

1.11% 

108.5 

Jan. 

1.70% 

1937 

108.26 

Jan. 

1.26% 

104.24 

Apr. 

2.10% 

1938 

108.14 

June 

.56% 

106.26 

Sept. 

.88% 

1939 

107.12 

Jan. 

.32% 

103.28 

Sept. 

1.16% 

1940 

105.19 

Jan. 

.00% 

102.21 

Dec. 

.00% 

1941 

102.23 

Jan. 

.00% 

100.2 

July 

.00% 
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3M% BONDS OF 1943-45 

(This issue bore 43<i% interest to Oct. 15, 1934, 
and 3J4% thereafter) 


Dated: Oct. 15, 1933. Redeemable: Oct. 15, 1943. Payable: Oct. 15, 1945. 

Interest payable Apr. and Oct. 15. Coupon and Registered form. 

Offered: Oct. 16-17,1933, $500,000,000 for Cash at 101and through Dec. 2, 
in exchange for Fourth Liberty Loan 4j^s called or uncalled at par. 

Subscriptions: Cash, $1,989,024,200. Amounts not exceeding $1,000 were al¬ 
lotted in full, and in excess of $1,000 allotments were 25%. Exchange, 
$900,716,550, 100% allotment. 

Amount Issued: $1,401,138,500. 

Partially Tax-exempt. 

Acceptable to secure Government deposits, and by the Federal Home Loan Bank 
Act, approved July 22, 1932, acceptable to secure circulation until July 22, 
1935. 

Markj3t: First recorded quotations: Nov. 1, 1933, 101 Bid, 1011^ Asked. 

HIGH—111%, June 1939, to yield .62% 

LOW — 97%, Jan. 1934, to yield 3.56% 

Redemption: On June 7, 1943, the Secretary of the Treasury called the out¬ 
standing Sj^s of 1943-45 (about $1,401,000,000) for redemption on Oct. 15, 
1943, and interest ceased on the latter date. On Oct. 6, 1943, holders of the 
called bonds (other than commercial banks) were offered in exchange Treas¬ 
ury 2s of 1951-53 (additional issue), or Treasury 2j^s of December 1964-69’ 
(additional issue). Commercial banks were permitted to exchange only into 
the Treasury 2s of 1951-53. 


Treasury 334s 1943-45 

(Quotations m S2nds.) 



t - High -» 

Yield 

.- Lo 

^ » 

Yield 

1933 

101.5 

Nov. 

3.12% 

98.8 

Nov. 

3.61% 

1934 

104.24 

July 

2.67% 

97.26 

Jan. 

3.66% 

1935 

106.28 

July 

2.32% 

102.28 

Jan. 

2.88% 

1936 

110.16 

Dec. 

1.62% 

105.24 

Jan. 

2.48% 

1937 

109,28 

Jan. 

1.70% 

104.2 

Apr. 

2.67% 

1938 

110.5 

June 

1.29% 

107.2 

Jan. 

1.95% 

1939 

111.10 

June 

.62% 

106. 

Sept. 

1.72% 

1940 

110.4 

Jan. 

•54% 

107.15 

June 

.98% 

1941 

108.11 

Jan. 

•25% 

103.31 

Dec. 

1.02% 

1942 

104.21 

Jan. 

.54% 

102. 

Dec. 

.60% 

1943 

102.2 

Jan. 

.59% 

100.1 

Oct. 

.00% 
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83^% BONDS OF 1944-46 


Dated: Apr. 16, 1934. Redeemable: Apr. 15, 1944. Payable: Apr. 15, 1946. 

Interest payable Apr. and Oct. 15. Coupon and Registered form. 

Offeeed: Apr. 4-12, 1934, at 100, only in exchange for first-called Fourth 
Liberty Loan 4}^s, called for redemption on Apr. 15, 1934, and 3% Treasury 
notes, maturing May 2, 1934. 

Sept. 10-Oct. 11, 1934, (additional issue) at 100, only in exchange for sec¬ 
ond-called Fourth Liberty Loan 4J4s, called for redemption on Oct. 15, 1934. 

Subscriptions: (4^-34) Exchange $1,061,960,500, 100% allotment. 

(9-10-34) Exchange 456,898,300, 100% allotment. 

Amount Issued: $1,518,858,800. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits, and by the Federal Home Loan 
Bank Act, approved July 22, 1932, acceptable to secure circulation until July 
22, 1935. 

Market: Fjrst recorded quotations: Apr. 5, 1934, 101% Fi4 101% Asked. 

HIGH~-111%, June 1939, to yield .76% 

LOW — 99%, Sept. 1934, to yield 3.28% 

Redemption: On Dec. 13, 1943, the Secretary of the Treasury called the out¬ 
standing 334s of 1944-46 (about $1,519,000,000) for redemption on Apr. 15, 
1944, and interest ceased on the latter date. On Mar. 2, 1944, holders of the 
called bonds (other than commercial banks) were offered in exchange Treas¬ 
ury 234s of 1965-70 (additional issue). Treasury 234s of 1956-59 (additional 
issue), or 134% Treasury notes of Series A-1948. Commercial banks were per¬ 
mitted to exchange only into the notes. 


Treasury 334s 1944-46 

•(Quotations in SSnds) 



/- Eiffh -\ 

Yield 

, - -Low -\ 

' Yield 

1934 

104.10 

July 

2.74% 

99.24 

Sept. 

8.28% 

1935 

106.19 

July 

2.41% 

102.24 

Jan. 

2.91% 

1936 

110.15 

Dec, 

1.73% 

105.12 

Jan. 

2.62% 

1937 

109.27 

Jan. 

1.80% 

104. 

Apr. 

2.62% 

1938 

110.3 

June 


107. 

Jan. 

2.06% 

1939 

111.27 

June 

.76% 

106. 

Sept. 

1 .88% 

1940 

110.24 

Apr. 

.56% 

108. 

June 

1 -12% 

1941 

109.11 

Jan. 

.38% 

104.31 

Dec. 

1.06% 

1942 

105.21 

Jan. 

.69% 

103.6 

Dec. 

■V6% 

1943 

103.8 

Jan. 

■69% 

100.25 

Dec. 

.65% 

1944 

100.28 

Jan. 

.09% 

100.1 

Apr. 

.00% 
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S% BONDS OP 1946-48 


Dated: June 15, 1934. Redeemable: June 15, 1946. Payable; June 15, 1948. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: June 4-5, 1934, $300,000,000 for Cash at 100, and through June 8, 
in exchange for 34% Treasury certificates maturing Jime 15, 1934, or ^34% 
Treasury notes maturing Aug. 1, 1934. 

May 27-29, 1935 (additional issue) $100,000,000 for competitive bidding; 
average price received 103^. 

June 24-26, 1935 (additional issue) $100,000,000 for competitive bidding; 
average price received 103%. 

Subscriptions: (6-4-34) Cash, $2,514,503,500. Amoimts not exceeding $10,000 
were allotted in full, and in excess of $10,000 allotments were 10%. Ex¬ 
change, $488,958,600, 100% allotment. Issued: $824,508,050. 

(5-27-35) Cash, $270,077,000. Tenders wefe accepted at prices ranging 
from 103% down to 10334... Issued: $98,708,000. 

(6-24-35) Cash, $461,341,000. Tenders were accepted at prices ranging 
from 103% down to 103%.. Issued: $112,669,000. 

Amount Issued: $1,035,885,050. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits, and by the Federal Home Loan 
Bank Act, approved July 22, 1932, acceptable to secure circulation until July 
22,1935. 

Market: First recorded quotations: June 8, 1934, 100% Bid, 100% Asked. 

HIGH-11239^, Dec. 1940, to yield .61% 

LOW - 97296, Sept. 1934, to yield 3.20% 


334% BONDS OF 1949-52 

Dated: Dec. 15, 1934. Redeemable: Dec. 15, 1949. Payable: Dec. 15, 1952. 
Interest payable June and Dec. 15. Coupon and I^gistered form. 

Offered: Dec. 3, 1934, $450,000,000 for Cash at 100. 

Subscriptions: Cash, $2,334,467,500. Amounts not exceeding $10,000 were 
allotted in full, and in excess of $10,000 allotments were 18%. 

Amount Issued; $491,377,100. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits, and by the Federal Home Loan 
Bank Act, approved July 22, 1932, acceptable to secure circulation imtil 
July 22, 1935. 

Market: First recorded quotations: Dec. 15, 1934, 10% bid, 10% Asked. 

high- 11594, Dec. 1940, to yield 1.33% 

LOW -10194, Dec. 1934, to yield 3.11% 
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^y8% BONDS OF 1955-60 


Dated. Mar. 15, 1935. Redeemable: Mar. 15, 1955. Payable: Mar. 15, 1960, 

Interest pa vable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Mar. 4-27, 1935, at 100, only in exchange for third-called Fourth 
Liberty Loan called for redemption on Apr. 15, 1935. 

Apr 22-May 7,1935, (additional issue) at 100, and from May 8-23 at lOOj^, 
only in exchange for First Liberty Loan bonds called for redemption on June 
15, 1935 

July 15-17, 1935, (additional issue) $100,000,000 for competitive bidding; 
average price received slightly above 101%. 

July 29-31, 1935, (additional issue) $100,000,000 for competitive bidding; 
average price received about 101%. 

Aug. 12- 14, 1935, (additional issue) $100,000,000 for competitive bidding; 
average price received 100%. 

SuBSCRiPTiONs : (3-4-35) Exchange, 100% allotment .Issued: $1,558,022,650 

(4-22-35) Exchange, 100% allotment. Issued: 746,406,550 

(7-15-35) Cash, $510,958,000; tenders accepted at prices ranging from 

101% down to 101%. Issued : $101,971,000 

(7-29-35) Cash, $320,981,000; tenders accepted at prices ranging from 
101% down to 101%; tenders for amounts not exceeding $10,000 at 101% 

were allotted in full, and in excess of $10,000 allotments were 25%. 

. .Issued : $106,541,000 

(8-12-35) Cash, $147,264,000; tenders accepted at prices ranging from 
101§4 down to 100%.;. Issued : $98,215,000 

Amount Issued: $2,611,156,200. ^ 

Partially Tax-Exempt. 

Acceptable to secure Government deposits, and by the Federal Home Loan 
Bank Act, approved July 22, 1932, acceptable to secure circulation until 
July 22, 1935. 

Market; First recorded quotations: Mar. 15, 1935, 100% Bid, 100% Asked. 

HIGH--114%, Dec. 1945, to yield 1.16% 

LOW — 98%, Oct. 1935, to yield 2.94% 
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^H% BONDS OP 1945-47 


Dated: Sept. 16, 1935. Redeemable: Sept. 15, 1945. Payable: Sept. 15, 1947. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Sept. 3-Oct. 11, 1935, at 100, only in exchange for fourth-called 
Fourth Liberty Loan 434s, called for redemption on Oct. 15, 1935. 

Dec. S, 1935, (additional issue) $450,000,000 for Cash at 100, and through 
Dec. 5, in exchange for ^34% Treasury notes of Series D-1935. 

Subscriptions: (9-3-35) Exchange, 100% allotment. .Issued: $568,717,800 
(12-M5) Cash, $2,034,979,700. Amounts not exceeding $5,000 were allot¬ 
ted in full, and in excess of $5,000 allotments were 23%. Exchange, 
$161,312,700, 100% allotment. Issued: $645,736,100 

Amount Issued: $1,214,453,900. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Sept. 15, 1935, 100^ Bid, 1005^ Asked. 

HIGH-110% Dec. 1940, to yield .54% 

LOW - 99%, Sept. 1935, to yield 2.78% 

Redemption: On May 14, 1945, the Secretary of the Treasury called the out¬ 
standing 2%s of 1945-47 (about $1,214,000,000) for redemption on Sept. 15, 
1945, and interest ceased on the latter date. On Aug. 20, 1945, all holders of 
the called bonds were offered in exchange J4% one-year Treasury certificates 
of Series G-1946. 


^ BONDS OP 1948-51 

Dated: Mar, 16,1936. Redeemable: Mar. 15, 1948. Payable: Mar. 15, 1951. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. • 

Offered: Mar. 2, 1936, $650,000,000 for Cash at 100, and through Mar. 5, in 
exchange for 2>g% Treasury notes of Series C-1936. 

Subscriptions: Cash, $5,106,913,850. Amounts not exceeding $5,000 were al¬ 
lotted in full, and in excess of $5,000 allotments were 13%. Exchange, 
$496,462,900,' 100% allotment. 

Amount Issued: $1,223,496,850. 

Partially Tax-Exempt. ’ 

Acceptable to secure Government deposits 

Market: First recorded quotations: Mar. 3, 1936, 10% Bid, 101% Asked. 

HIGH—111%, Dec. 1940, to yield 1.09% 

LOW 99?6, Apr. 1937, to yield 2.83% 
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BONDS OF 1951-54 


Dated: June 15, 1936. Redeemable: June 15, 1951. Payable: June 15, 1954. 
Interest payable June and Dec. 15. Coupon* and Registered form. 

Offered: June 1, 1936, $600,000,000 for Cash at 100, and through June 3, in 
exchange for 1^% Series E-1936 and 334% Series A-1936 Treasury notes. 
Subscriptions: Cash, $4,^81,967,000. Amounts not exceeding $5,000 were al¬ 
lotted in full, and in excess of $5,000 allotments were 14%. Exchange, 
$955,841,600, 100% allotment. 

Amount Issued: $1,626,688,150. 

Partially Tax-Exempt. 


Acceptable to secure Government deposits. 

Market: First recorded quotations: June 2, 1936, 1013^2 Bid, 101% Asked. 

HIGH—110%, Nov. 1941, to yield 1.53% 

LOW — 98%, Apr. 1937, to yield 2.89% 


2^% BONDS OF 1956-59 

Dated: Sept. 15, 1936. Redeemable: Sept. 15, 1956. Payable: Sept. 15, 1959. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Sept. 8, 1936, $400,000,000 for Cash at 100, and through Sept. 10, in 
exchange for l}i% Treasury notes of Series D-1936. 

Subscriptions: Cash, $5,129,768,200. Amounts not exceeding $5,000 were al¬ 
lotted in full, and in excess of $5,000 allotments were 7%. Exchange, 
$511,870,800, 100% allotment. 

Amount Issued: $981,848,050. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Sept. 9, 1936, 101% Bid, 101% Asked. 

HIGH—115%, Dec. 1945, to yield 1.24% 

LOW — 98, Apr. 1937, to yield 2.87% 
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23^% BONDS OF 1949-5S 


Dated: Dec. 15, 1936. Redeemable: Dec. 15, 1949. Payable: Dec. 15, 1953 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Dec. 7, 1936, $700,000,000 for Cash at 100, and through D§c. 9, in 
exchange for Series B-1936 and 3% Series C-1937 Treasury notes. 
Mar. 8~10, 1937 (additional issue) only in exchange for 3% Treasury notes, 
. Series B-1937. 

Subscriptions: (12-7-36) Cash, $4,951,653,000. Amounts up to and including 
$1,000 were allotted in full, and in excess of $1,000 allotments were 15%. 


Exchange, $551,222,700, 100% allotment. Issued- $1,302,658,450 

(3-8-37) Exchange, 100% allotment. Issued: 483,845,600 

Amount Issued: $1,786,504,050. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 


Market: First recorded quotations: Dec. 8, 1936, 101 Bid, 101^^ Asked. 

HIGH—108%, Dec. 1940, to yield 1.45% 

LOW - 96%, Apr. 1937, to yield 2.76% 


2M% BONDS OF 1945 

Dated: Dec. 15, 1937. Payable: Dec 15, 1945. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Dec. 6, 1937, $250,000,000 for Cash at 100, and through Dec. 8, in 
exchange for 2^% Treasury notes of Series A-1938. 

Subscriptions: Cash, $4,084,309,500. Amounts not exceeding $1,000 were al¬ 
lotted in full, and in excess of $1,000 allotments were 7%. Exchange, 
$247,330,300,100% allotment. 

Amount Issued: $540,843,550. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Dec. 8, 1937, 101% Bid, 101% Asked. 

HIGH—109%, Dec. 1940, to yield .52% 

LOW -100%, Dec. 1945, to yield .00% 

Redemption: These bonds matured on Dec. 15, 1945, and interest ceased on 
that date. On Nov. 19, 1945, holders of the maturing bonds were offered in 
exchange %% Treasury certificates J-1946, maturing Nov. 1, 1946 
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♦ 21^% BONDS OP 1948 

Dated: Mar. 15, 1938. Payable: Sept. 15, 1948. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Mar. 7-9, 1938, at 100, only in exchange for 3% Treasury notes of 
Series C-1938. 

Subscriptions: Exchange, 100% allotment. 

Amount Issued: $450,978,400. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Mar. 9, 1938, lOl^^ Bid, 101% Asked. 

HIGH—11%, Dec. 1940, to yield 1.01% 

LOW —100%, Sept. 1939, to yield ^.40% 


^H% BONDS OF 1958-63 

Dated: June 15, 1938. Redeemable: June 15, 1958. Payable: June 15, 1963. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: June 6-8, 1938, at 100, only in exchange for 2J^% Series B-1938 and 
Series D-1938 Treasury notes. 

Subscriptions: Exchange, 100% allotment. 

Amount Issued: $918,780,600. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: June 7, 1938, 101% Bid, 101% Asked. 

.HIGH—115%, Dec. 1945, to yield 1.37% 

LOW — 99^, Sept. 1939, to yield 2.81% 
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^H% BONDS OF 1950-52 


Dated: Sept. 15, 1938. Redeemable: Sept. 15, 1950. Payable: Sept. 15, 1952. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Sept. 8, 1938, $400,000,000 for Cash at 100, and through Sept. 9, in 
exchange for l}4% 'Treasury notes of Series E-1938. 

Mar. 6-8, 1939, (additional issue) at 102H> oiiiy exchange for 
Treasury notes of Series A-1939, 

Subscriptions: (9-8-38) Cash, $4,487,353,600. Amounts not exceeding $1,000 
were allotted in full, and in excess of $1,000 allotments were .10%. Ex¬ 


change, $404,707,100, 100% allotment. Issued: $866,397,200 

(3-6-39) Exchange, 100% allotment. Issued: 319,444,500 


Amount Issued: $1,185,841,700. 

Partially Tax-Exempt. . 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Sept. 12, 1938, 100% Bid, 101% Asked. 

HIGH—1083%, Dec. 1940, to yield 1.50% 

LOW — 99%, Sept. 1939, to yield 2.59% 


2% BONDS OF 1947 

Dated: Dec. 15, 1938. Payable: Dec. 15, 1947. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Dec. 5-7, 1938, at 100, only in exchange for 1}^% Treasury notes of 
Series C-1939. 

Subscriptions: Exchange, 100% allotment. 

Amount Issued: $701,074,900. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Dec. 6, 1938, 101% Bid, 101% Asked. 

HIGH-1072%, Dec. 1940, to yield .87% 

LOW — 99%, Sept. 1939, to yield 2.12% 
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^H% BONDS OF 1960-65 


Dated: Dec. 15, 1938. Redeemable: Dec. 15, 1960. Payable: Dec. 15, 1965. 
Interest payable June and Dec, 15.. Coupon and Registered form. 

Offered: Dec. 5, 1938, $400,000,000 for Cash at 100, and through Dec. 7, in 
exchange for 13^% Treasury notes of Series C-1939. 

M^. 6-8, 1939, (additional issue) at 102^, only in exchange for 
Treasury notes of Series A-1939. 

Subscriptions: (12-5-38) Cash, $5,732,477,150. Allotments 7%. Exchange, 


$188,196,700, 100% Allotment. Issued: $591,089,500 

(3-6-39) Exchange, 100% Allotment. Issued: 894,295,600 

Amount Issued: $1,485,385,100. 

Partially Tax-Exempt. 


Acceptable to secure Government deposits. 

Market: First recorded quotations: Dec. 6, 1938, 101^^ Bid, 101% Asked. 

HIGH— 11715 ^, Dec. 1945, to yield 1.45% 

LOW — 99, Sept. 1939, to yield 2.81% 


2% BONDS OP DECEMBER 1948-50 

Dated: Dec. 8, 1939. Redeemable: Dec. 15, 1948. Payable: Dec. 15, 1950. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Nov. 28, 1939, $500,000,000 for Cash at 100. In addition $50,000,000 
may be allotted to Government investment accounts. 

Subscriptions: Cash, $6,263,583,150. Amounts up to and including $5,000 in 
registered form allotted in full; all other subscriptions were allotted 8%. 
Amount Issued: $571,431,150. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Nov. 29, 1939, 101% Bid, 102j4 Asked. 

HIGH—107}^, Dec. 1940, to yield 1.08% 

‘ LOW —101%> May 1940, to yield 1.84% 
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^H% BONDS OF 1951-53 


Dated: Dec. 1939. Redeemable: Dec. 15, 1951. Ratable: Dec. 15, 1953. 
Interest payable June and Dec. 15: Coupon and Registered form. 

Offered: Dec. 1^-13, 1939, at 100, only in exchange for l^% Treasury notes 
of Series A-1940. In addition $100,000,000 may be allotted to Government 
investment accounts. 

StrBSCRiPTioNTS: Exchange, 100% allotment. 

Amount Issued: $1,118,051,100. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Deq. 12, 1939, 101% Bid, 101% Asked. 

HIGH-108%, Mar. 1945, to yield 1.01% 

LOW — lOlJ^, May 1940, to yield 2.14% 


2M% BONDS OF 1954-56 

Dated: July 22, 1940. Redeemable: June 15, 1954. Payable: June 15, 1956. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: July 11, 1940, $600,000,000 for Cash at 100, and through July 13, for 
amounts up to and including $5,000 where the subscriber agreed to accept de¬ 
livery in registered form. In addition $50,000,000 may be allotted to Govern¬ 
ment investment accounts. 

Subscriptions: Cash, $6,605,071,550. Amounts up to and including $5,000 in 
registered form were allotted in full; on all other subscriptions allotments were 
9%. 

Amount Issued: $680,692,350. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

MARKET:Firstrecordedquotations: July 12,1940,102% Bid, 102% Asked. 

HIGH—109%, Dec. 1945, to yield 1.10% 

LOW —102, July 1940, to yield 2.08% 
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BONDS OF 1953-55 


Dated: Oct. 7, 1940. Redeemable: June 15, 1953. Payable: June 15, 1955. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Sept. 25-27, 1940, at 100, only in exchange for lH% Treasury notes 
of Series C-1940. 

Subscriptions: Exchange, 100% allotment. 

Amount Issued: $724,677,900. 

Partially Tax-Exempt. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Sept. 27, 1940,101^^ Bid, 101% Asked. 

HIGH—1078/^5, Apr. 1945, to yield 1.07% 

LOW —101%, Feb. 1941, to yield 1.86% 

2% BONDS OF MARCH 1948-50 

Dated: Mar. 15, 1941. Redeemable: Mar. 15, 1948. Payable: Mar. 15, 1950. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Feb. 25-26, 1941, at 100, only in exchange for Treasury 3^% bonds 
of 1941-43, called for redemption on Mar. 15,1941, and lj^% Treasury notes 
of Series A-1941; and through Feb. 27, for the receipt of subscriptions from 
holders of $10,000 and under of bonds or notes. 

Subscriptions: Exchange, 100% allotment. 

Amount Issued: $1,115,868,400. 

Taxable (Jlrst fully taxable Treasury bond issue ). 

Acceptable to secure Government deposits. 

market: First recorded quotations: Feb. 27, 1941, 100% Bid, 100% Asked. 

HIGH—1045.6, July 1941, to yield 1.35% 

LOW —100%, Feb. 1941, to yield 1.88% 
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BONDS OF 1952-54 


Dated: Mar. 31, 1941. Redeemable: Mar. 15, 1952. Payable: Mar. 15, 1954. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Mar. 19,1941, $500,000,000 for Cash at 100, and through Mar. 20, for 
the receipt of subscriptions in amounts up to and including $5,000 in registered 
form, and in exchange for 1H% Treasury notes of Series B-1941. In addition 
$50,000,000 may be allotted to Government investment accounts. 

Subscriptions: Cash, $6,144,786,150. Amounts up to and including $5,000 in 
registered form were allotted in full; on all other cash subscriptions allotments 
were 8%. Exchange, $447,423,200, 100% allotment. 

Amount Issued: $1,023,568,350. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Mar. 20, 1941, 101% Bid, 101% Asked. 

BOiGH—107%, Dec. 1945, to yield 1.31% 

LOW —1016%, Mar. 1941, to yield 2.38% 


BONDS OF 1956-58 

Dated: June 2, 1941. Redeemable: Mar. 15, 1956. Payable: Mar. 15, 1958. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: May 22, 1941, $600,000,000 for Cash at 100; through May 23, in ex¬ 
change for Treasury 3%% bonds due Aug. 1, 1941, and through May 24, for 
exchange subscriptions in amounts up to and including $15,000. 
Subscriptions: Cash, $8,268,254,250. Allotments 8%. Exchange, $786,996,850, 
100% allotment. 

Amount Issued: $1,448,747,650. 

Taxable. 

Acceptable to secure Government deposits. 

M ark et; First recorded quotations: May 23, 1941,1022% 1022% Asked. 

HIGH—109»%, Dec. 1945, to yield 1.45% 

LOW -10180%, Dec. 1941, to yield 2.34% . 
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BONDS OF SEPTEMBER 1967-7£ 

Dated: Oct. 20, 1941. Redeemable: Sept. 15, 1967. Payable: Sept. 15, 1972. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Oct. 9, 1941, $1,200,000,000 for pash at 100, and through Oct. 10, in 
exchange for l34.% Treasury notes of Series C-1941. In addition $100,000,000 
may be allotted to Government investment accounts. 

Dec. 4, 1941, $1,000,000,000 (additional issue) for Cash at 100, and through 
Dec. 6, for subscriptions in amounts up to and including $5,000 in registered 
form. In addition $50,000,000 may be allotted to Government investment 
accounts. 

Subscriptions: (10-9-41) Cash, $10,445,341,100. Allotments 123^%. Ex¬ 
change, $188,971,200, 100% Allotment. Issued: $1,596,474,400. 

(12-4-41) Cash, $6,979,193,950. Amounts up to and including $5,000 in 
registered form were allotted in full; on all other subscriptions allotments 
were 15%.^. Issued: $1,119,570,750. 

Amount Issued: $2,716,045,150. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Oct. 11, 1941, 103^ Bid, 10354 Asked. 

HIGH—IO 8804 Dec. 1945, to yield 1.99% 

LOW —100, Dec. 1941, to yield 2.50% 


2% BONDS OF 1951-55 

i 

Dated: Dec. 15, 1941. Redeemable: Dec. 15, 1951, Payable: Dec. 15, 1955. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Dec. 4, 1941, $500,000,000 for Cash at 100, and through Dec, 5, for 
subscriptions in amounts up to and including $5,000 in registered form. 

Subscriptions: Cash, $4,727,898,150. Amoimts up to and including $5,000 in 
registered form were allotted in full; on all other subscriptions allotments 
were 11%. 

Amount Issued: $532,687,950. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations? Dec. 5, 1941, IOI 154 Bid, Asked. 

HIGH— 104124 , Dec. 1945, to yield 1.24% 

LOW —100, Dec. 1941, to yield 2.00% 
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2% BONDS OP JUNE 1949-51 


Dated: Jan. 15, 194£. Redeemable: June 15, 1949. Payable: June 15, 1951. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Jan. 12-13,1942, at 100, only in exchange for (1) lH% Treasury notes 
maturing Mar. 15, 1942, (2) 3% Federal Farm Mortgage bonds of 1942-47, 
called for redemption on Jan. 15, 1942, (3) 254% Federal Farm Mortgage 
Corporation bonds of 1942-47 called for redemption on Mar. 1, 1942, and 
(4) %% Reconstruction Finance Corporation notes, maturing Jan. 15, 1942. 
The time was extended through Jan. 14, for the receipt of subscriptions from 
holders of $15,000 or less of the two issues of Federal Farm Mortgage Corpora¬ 
tion bonds. 

Subscriptions: Exchange, 100% allotment. 

Amount Issued: $1,014,018,900. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Jan. 13, 1942,100% Bid, 100% Asked. 

HIGH—1034^, Dec. 1945, to yield 1.08% 

LOW —1005^, Oct. 1942, to yield 1.97% 

BONDS OF 1952-55 

Dated: Feb. 25, 1942. Redeemable: June 15, 1952. Payable: June 15, 1955. 

Interest payable J\me and Dec. 15. Coupon and Registered form. 

Offered: Feb. 13, 1942, $1,500,000,000 for Cash at 100; and tluough Feb. 14, 
for subscriptions in amounts up to and including $5,000 in registered form. 

Subscriptions: Cash, $4,696,698,550. Amounts up to and including $5,000 in 
registered form were allotted in full; on all other subscriptions allotments were 
32%. 

Amount Issued: $1,510,795,300. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Feb. 14, 1942, 100% Bid, 100% Asked. 

HIGH-105%, Dec. 1945, to yield 1.33% 

LOW -100%, Feb. 1942, to yield 2.20% 
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%% BONDS OF SEPTEMBER 1949-51 

Dated: May 15, 194£. Redeemable: Sept. 15, 1949, Payable: Sept. 15, 1951. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: May 4, 1942, $1,250,000,000 for Cash, at 100. 

Subscriptions: Cash, $3,283,343,400. Amounts up to and including $10,000 
allotted in full; on all other subscriptions allotments were 38%. 

Amount Issued: $1,292,444,100. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: May 6, 1942, lOO^/^ Bid, 100% Asked. 

HIGH—103%, Nov. 1945, to yield 1.15% 

LOW —100%, Oct. 1942, to yield 1.99% 


21^% BONDS OF 1962-67 

Dated: May 5, 1942. Redeemable: June 15, 1962. Payable: June 15, 1967. 

Interest payable June and Dec. 15. Coupon and Registered form (to be issued 
only in registered form until May 5,1952, but this ruling was changed, Jan. 21, 
1943, whereby beginning Feb. 1, 1943, the bonds were issued in both Regis¬ 
tered and Coupon form). 

Offered: May 4-14, 1942, amount unspecified, for Cash at 100. Not available 
for subscription by commercial banks for their own account. 

Aug. 3-15,1942, (additional issue) amount unspecified, for Cash at 100. Not 
available for subscription by commercial banks for their own account. 

Subscriptions: (5-4-42) Cash, $882,198,000, 100% allotment. 

(8-3-42) Cash, $1,235,966,500 (including $125,869,300 allotted to Govern¬ 
ment investment accounts), 100% allotment. 

Amount Issued: $2,118,164,500. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Not acceptable to secure Government deposits and not eligible for transfer to 
commercial banks before May 5, 1952. 

Market: First recorded quotations: July 10, 1942, 1001% Bid, 100i% Asked. 

HIGH— 1032 %, Dec. 1945, to yield 2.24% 

LOW —100, Nov. 1942, to yield 2.50% 
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2% BONDS OP DECEMBER 1949-51 

Dated; July 15, 1942. Redeemable: Dec. 15, 1949. Payable: Dec. 15, 1951. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offeeed: July 8-9, 1942, $2,000,000,000 for Cash at 100. 

Subscriptions: Cash, $3,849,495,500. Amounts not exceeding $25,000 allotted 
in fuU; in excess of $25,000 allotments were 52%. 

Amount Issued: $2,097,617,600. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: July 10, 1942, 100% Bid, 100% Asked. 

HIGH~103%+* Dec. 1945, to yield 1.16% 

LOW —100%, July 1942, to yield 1.99% 

2% BONDS OF MARCH 1950-52 

Dated: Oct. 19, 1942. Redeemable: Mar. 15, 1950. Payable: Mar. 15, 1952. 
Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Oct. 8-9, 1942, amount unspecified, for Cash at 100; subscriptions up 
to and including $25,000 from commercial banks to be allotted in full, and all 
subscriptions from all others to be allotted in full. 

Subscriptions: Cash, 100% allotment. 

Amount Issued: $1,962,688,300. ’ ^ 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Oct. 10, 1942, 100 Bid, 100% Asked. 

. HIGH—1031%+*, Dec. 1945, to yield 1.18% 

LOW —100, Oct. 1942, to yield 2.00% 

*+=plus%. 
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1M% BONDS OF 1948 


Dated: Dec. 1, 1942. Payable: June 15, 1948. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: First War ZoaTi— Nov. 30-Dec. 23, 1942, amount unspecified, for 
Cash at 100; and from Nov. 30-Dec. 2, commercial banks permitted to sub¬ 
scribe to approximately $2,000,000,000. 

Subscriptions: Cash, 100 % allotment on subscriptions from others than com¬ 
mercial banks. For commercial banks, amounts not exceeding $100,000 allotted 
in full, and in excess of $100,000 allotments were 85%. 

Amount Issued: $3,061,856,000. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Dec. 4, 1942, 100 Bid, 100^ Asked. 

HIGH—1012^, Apr. 1945, to yield 1.14% 

LOW —100, Dec. 1942, to yield 1.75% 

^¥ 2 % BONDS OP 1963-68 

Dated: Dec. 1, 1942. Redeemable: Dec. 15, 1963. Payable: Dec. 15, 1968. 

Interest payable Jirne and Dec. 15. Coupon and Registered form. 

Offered: First War Loan—Nov, 30-Dec. 23, 1942, amount unspecified, for 
Cash at 100. Not available for subscription by commercial banks for their own 
account. 

Subscriptions: Cash, 100% allotment. 

Amount Issued: $2,830,914,000. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Not acceptable to secure Government deposits nor eligible for transfer to com¬ 
mercial banks before Dec. 1, 1952. 

Market: First recorded quotations: Dec. 4, 1942, 100 Bid, 100% Asked. 

HIGH—10280%, Dec. 1945, to yield 2.30% 

LOW —100, Dec. 1942, to yield 2.50% 
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a% BONDS OF SEPTEMBER 1950-52 


Dated: Apr. 15, 1943. Redeemable: Sept. 15, 1950. Payable: Sept. 15, 1952. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Second War Loan —Apr. 12-May 1, 1943, amount unspecified, for 
Cash at 100; Apr. 28-30, commercial banks permitted to subscribe to approx¬ 
imately $2,000,000,000. 

Subscriptions: Cash, 100% allotment on subscriptions from others than com¬ 
mercial banks. For commercial banks, amounts not exceeding $100,000 al¬ 
lotted in fuU, and in excess of $100,000 allotments were 16%. 

Amount Issued : $4,939,261,000. * 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: May 3, 1943, lOO^^ Bid, 100^ Asked. 

HIGH—10317^+* Dec. 1945, to yield 1.23% 

LOW -1007^, May 1943, to yield i.97% 


*+=plus^ 


2H% BONDS OF JUNE 1964-69 

Dated: Apr. 15, 1943. Redeemable: Jxme 15, 1964. Payable: June 15, 1969. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Second War Loan —Apr. 12-May 1, 1943, amount imspecified, for 
Cash at 100. Not available for subscription by commercial banks for their 
own account. 

Subscriptions: Cash, 100% allotment. 

Amount Issued: $3,761,904,000. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Not acceptable to secure Government deposits nor eligible for transfer to com- - 
mercial banks before Apr. 15, 1953. 

Market: First recorded quotations: May 3, 1943, 100^ Bid, 10054 Asked. 

HIGH— 102214 , Dec. 1945, to yield 2.32% 

LOW —100, Sept. 1943, to yield 2.50% 
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BONDS OF 1951-5S 


Dated: Sept. 15, 1943. Redeemable: Sept. 15, 1951. Payable: Sept. 15, 1953. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Third War Loan —Sept. 9-Oct. 2, 1943, amount unspecified, for Cash 
at 100. Not available for subscription by commercial banks for their own 
account. 

Oct. 6-8, 1943 (additional issue) $1,500,000,000 for Cash at 100, for sub¬ 
scription by commercial banks for their own account, such subscriptions being 
limited to an amount not exceeding the combined capital, surplus and undi¬ 
vided profits, or 5% of the total deposits, whichever was greater, of the sub¬ 
scribing bank. 

Oct. 6-8, 1943 (additional issue) only in exchange to holders of Treasury 
Sj^s of 1943-45 called for redemption on Oct. 15, 1943, and through Oct. 11, 
for the receipt of subscriptions from holders of $^5,000 or less of the called 
bonds. 

Subscriptions: (9-9-43) Cash, 100 % allotment. Issued: $5,257,£52,500. 

(10-6-43) Cash, $5,530,856,500. Amounts up to and including $50,000 

allotted in full, and on amounts in excess of $50,000 allotments were 
25%. Issued: $1,627,106,500 

(10-6-43) Exchange, 100 % Allotment. Issued: 1,101,903,500 

Amount Issued: $7,986,262,500. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: Oct. 11, 1943, 100% Bid, 100^ Asked. 

HIGH—1042^, Dec. 1945, to yield 1.26% 

LOW —100^, Nov. 1943, to yield 1.99% 
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BONDS OF DECEMBER 1964-69 

Dated: Sept. 15, 1943. Redeemable: Dec. 15, 1964. Payable: Dec. 15, 1969. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Third War Zoan—Sept. 9-Oct. 1943, amount unspecified, for Cash 
at 100. Not available for subscription by commercial banks for their own 
account. 

Oct. 6-8, 1943, (additional issue) only in exchange to holders, other than 
commercial banks, of Treasury 334s of 1943-^45 called for redemption on Oct. 
15, 1943, and through Oct. 11, for the receipt of subscriptions from holders of 
$£5,000 or less of the called bonds. 

Subscriptions: (9-9-43) Cash, 100 % Allotment. Issued: $3,778,754,000 

(10-6-43) Exchange, 100 % Allotment. .Issued: 59,444,000 

Amount Issued: $3,838,198,000. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Not acceptable to secure Government deposits nor eligible for transfer to com¬ 
mercial banks before Sept. 15, 1953. 

Market: First recorded quotations: Oct. 11, 1943, 100^ Bid, 1005^ Asked. 

HIGH—10£i%, Dec. 1945, to yield £.34% 

LOW —100, Nov. 1943, to yield £.50% 
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BONDS OF 1956-59 


Dated: Feb. 1, 1944. Redeemable: Sept. 15, 1956. Payable: Sept. 15, 1959. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Fourth War Loan —Jan. 18-*Feb. 15, 1944, amount unspecified, for 
Cash at 100. Not available for subscription by commercial banks for their own 
account, except for the limited investment of savings and time deposits. 

Mar. 2-8, 1944, (additional issue) only in exchange to holders, other,than 
commercial banks, of the following: Treasury issues: 1% notes maturing,Mar. 
15,1944; S}i% bonds of 1944-46, called for redemption on Apr. 15,1944; %% 
notes, maturing June 15, 1944; Federal Farm Mortgage Corporation issues: 

bonds of 1944-64, called for redemption on Mar. 15,1944, and 3% bonds 
of 1944-49, called for redemption on May 15, 1944; Reconstruction Finance 
Corporation 1% notes, maturing Apr. 15, 1944; and. Home Owners^ Loan Cor^ 
poration S% bonds of 1944-52, called for redemption on May 1, 1944. The 
books closed Mar. 8 for exchanges of maturing notes, and Mar. 11 for ex¬ 
changes of maturing bonds, except for subscriptions from holders of $100,000, 
or less, in the aggregate, which closed Mar. 15. 

Subscriptions: (1-18-44) Cash, 100 % Allotment. Issued: $3,727,687,000 

(3- 2-44) Exchange, 100 % Allotment. Issued: 94,871,500 

Amount Issued: $3,822,558,500. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Acceptable to secure Government deposits. Limited investment for commercial 
banks until Sept. 15, 1946. 

Market: First recorded quotations: Feb. 16, 1944, 100^ Bid, 100^ Asked. 

HIGH—10611/^, Dec. 1945, to yield 1.60% 

LOW —100V6, Feb. 1944, to yield 2.25% 
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23^% BONDS OF 1965-70 


Dated: Feb. 1, 1944. Redeemable: Mar. 15, 1965. Payable: Mar. 15, 1970. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Fourth War Loan —Jan. 18-Feb. 15, 1944, amount unspecified, for 
Cash at 100. Not available for subscription by commercial banks for their 
own account, except for the limited investment of savings and time deposits. 

Mar. 2-8, 1944, (additional issue) only in exchange to holders, other than 
commercial banks, of the following: Treasury issues: 1% notes maturing Mar. 
15,1944; 3}^% bonds of 1944-46, called for redemption on Apr. 15, 1944; 
notes maturing June 15, 1944; Federal Farm Mortgage Corporation issues; 

bonds of 1944-64, called for redemption on Mar. 15, 1944, and 3% 
bonds of 1944-49, called for redemption on May 15, 1944; Reconstruction Fi¬ 
nance Corporation \% notes maturing Apr. 15, 1944; and. Home Owners* Loan 
Corporation 3% bonds of 1944-52, called for redemption on May 1, 1944. The 
books closed Mar. 8 for exchanges of maturing notes, and Mar. 11 for ex¬ 
changes of maturing bonds, except for subscriptions from holders of $100,000, 
or less, in the aggregate, which closed Mar. 15. 

Fifth War Xoan—June 12-July 8, 1944, (additional issue), amount unspec¬ 
ified, for Cash at 100. Not available for subscription by commercial banks for 
their own accoimt, except for the limited investment of savings and time 
deposits. 

Subscriptions: (1-18-44) Cash, 100 % Allotment. Issued: $2,212,173,500 

(3- 2-44) Exchange, 100 % Allotment. Issued: 76,533,000 

(6-12-44) Cash, 100 % Allotment. Issued: 2,908,688,000 

Amount Issued: $5,197,394,500 (including $593,140,500 for Government in¬ 
vestment accounts). 

Ti^BLE. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. ^ 

Acceptable to secure Government deposits. Linuted investment for commercial 
banks until Feb. 1, 1954. 

Market: First recorded quotations: Feb. 16, 1944, 100 Bid, 100% Asked. 

HIGH—1021%, Dec. 1945, to yield 2.35% 

LOW —100, Feb. 1944, to yield 2.50% 
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%% BONDS OF JUNE 1952-54 


Dated: June 26, 1944. Redeemable: June 15, 1952. Payable: June 15, 1954. 
Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Fifth War Loan — June 12-July 8, 1944, amount unspecified, for Cash 
at 100. Not available for subscription by commercial banks for their own ac-^ 
count, except for the lirnited investment of savings and time deposits. 
Subscriptions: Cash, 100 % Allotment. 

Amount Issued: $5,825,482,000. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: July 10, 1944, 100§4 Bid, 100% Asked. 

HIGH—104%+*, Dec. 1945, to yield 1.29% 

LOW —100^2, July 1944, to yield 1.96% 


*+=plus^. 


2% BONDS OP DECEMBER 1952-54 

Dated: Dec. 1, 1944. Redeemable: Dec. 15, 1952. Payable: Dec. 15, 1954. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Sixth War Loan —Nov. 20-Dec. 16, 1944, amount unspecified, for 
Cash at 100. Commercial banks were permitted to subscribe concurrently with 
the Sixth War Loan, but not as a part of the Loan, only for the limited invest¬ 
ment of savings and time deposits. 

Nov. 20-Dec. 9, 1944, (additional issue) only in exchange to holders, other 
than commercial banks, of Treasury 4% bonds of 1944-54, called for redemp¬ 
tion on Dec. 15, 1944, and through Dec. 15, for the receipt of subscriptions 
from holders of $100,000, or less, of the called bonds. 

Subscriptions: Cash, $7,922,077,000. Exchange, $739,900,500. For both the 
Cash and Exchange offerings allotments were 100%. 

Amount Issued: $8,661,977,500. 

Taxable. 

Acceptable to secure Government deposits. ‘ 

Market: First recorded quotations: Dec. 18, 1944, 100^2 Bid, 100%2 Asked. 

HIGH—104%, Dec. 1945, to yield 1.33% 

LOW —1009^, Dec. 1944, to yield 1.97% 
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BONDS OF 1966-71 


Dated: Dec. 1, 1944. Redeemable: Mar. 15, 1966. Payable: Mar. 15, 1971. 

Interest payable Mar. and Sept. 15. Coupon and Registered form. 

Offered: Sixth War ioaw—Nov. 20-Dec. 16, 1944, amount unspecified, for 
Cash at 100. Commercial banks were permitted to subscribe concurrently with 
the Sixth War Loan, but not as a part of the Loan, only for the limited invest¬ 
ment of savings and time deposits. 

Nov. 20-Dec, 9, 1944, (additional issue) only in exchange to holders, other 
than commercial banks, of Treasury 4% bonds of 1944-54, called for redemp¬ 
tion on Dec. 15, 1944, and through Dec. 15, for the receipt of subscriptions 
from holders of $100,000, or less, of the called bonds. 

Subscriptions: Cash, $3,447,511,500. Exchange, $33,353,500. For both the 
Cash and Exchange offerings allotments were 100%. 

Amount Issued: $3,480,865,000. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Acceptable to secure Government deposits. Limited investment for commercial 
banks xmtil Dec. 1, 1954. 

Market: First recorded quotations: Dec. 18, 1944, 10054 Bid, lOO"^ Asked. 

HIGH—10254, Dec. 1945, to yield 2.36% 

LOW —10054, Dec. 1944, to yield 2.49% 


1H% BONDS OP 1950 

Dated: June 1, 1945. Payable: Dec. 15, 1950. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Seventh War Loan —May 14-June 30, 1945, amount unspecified, for 
Cash at 100, to individuals only; commercial banks were permitted to sub¬ 
scribe concurrently with the Seventh War Loan, but not as a part of the Loan, 
only for the limited investment of time and savings deposits. 

Subscriptions: Cash, 100% allotment. 

Amount Issued: $2,635,441,500. 

Taxable. 

Acceptable to secure Government deposits. 

Market: First recorded quotations: July 2, 1945, 1011V4 Bid, 101154 Asked. 

HIGH— 101254 -[-*, Dec. 1945, to yield 1.16% 

LOW —100% Aug. 1945, to yield 1.33% 


♦+=plus 
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BONDS OF JUNE 1959-62 

Dated: June 1, 1945. Redeemable: June 15, 1959. Payable: June 15, 1962. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offeeed: Seventh War Loan —May 14-June 30, 1945, amount imspecified, for 
Cash at 100, to individuals, and June 18-30, to others than individuals. Not 
available for subscription by commercial Jjanks. 

Subscriptions: Cash, 100% Allotment. 

Amount Issued: $5,284,068,500. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 

. in payment of Federal estate taxes. 

Not acceptable to secure Government deposits. Commercial banks not permitted 
to own before June 15, 1952. 

Market: First recorded quotations: July 2, 1945, 101154 Bid, 101^% Asked. 

HIGH-.10122^, July 1945, to yield 2.11% 

LOW — 100154 , Sept. 1945, to yield 2.21% 

234 % BONDS OP JUNE 1967-72 

Dated: June 1, 1945. Redeemable: June 15, 1967. Payable: June 15, 1972. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Seventh War ZoaTi—May 14~June 30, 1945, amount unspecified, for 
Cash at 100, to individuals, and June 18-30, to others than individuals. Not 
available for subscription by commercial banks. 

Subscriptions: Cash, 100% Allotment. 

Amount Issued: $7,967,260,000. 

Taxable. Acceptable at par, with certain limitations, upon death of the owner 
in payment of Federal estate taxes. 

Not acceptable to secure Government deposits. Commercial banks not permitted 
to own before June 15, 1962. 

Market: First recorded quotations: July 2, 1945,, IOI 154 Bid, lOl^^ Asked. 

HIGH—1012^4, July 1945, to yield 2.40% 

LOW — 100204 , Aug. 1945, to yield 2.46% 
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BONDS OF DECEMBER 1959-62 

Dated: Nov. 15, 1945. Redeemable: Dec. 15, 1959. Payable: Dec. 15, 1962. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Victory Loan —Oct. 29-Dec. 8, 1945, amount unspecified, for Cash at 
100, to individuals only; Dec. S-8, to others than individuals. Commercial 
banks permitted to subscribe only for the limited investment of savings and 
time deposits. 

Subscriptions: Cash, 100 % Allotment. 

Amount Issued: $3,469,671,000. 

Taxable. Acceptable at par, with certain limitations, upon the death of the 
owner, in payment of Federal estate taxes. 

Acceptable to secure Government deposits. Limited investment for commercial 
banks until ^Dec. 15, 1952. 

Market: First recorded quotations: Dec. 10,1945, 100% Bid, 100% Asked. 

HIGH—100%, Dec. 1945, to yield 2.18% 

. LOW —100%, Dec. 1945, to yield 2.22% 

23^% BONDS OF DECEMBER 1967-72 

Dated: Nov. 15, 1945. Redeemable: Dec. 15, 1967. Payable: Dec. 15, 1972. 

Interest payable June and Dec. 15. Coupon and Registered form. 

Offered: Victory Loan —Oct. 29-Dec. 8, 1945, amount unspecified, for Cash at 
100, to individuals only; Dec. 3-8, to others than individuals. Commercial 
banks permitted to subscribe only for the limited investment of savings and 
time deposits. 

Subscriptions: Cash, 100% allotment. 

Amount Issued: $11,688,868,500. 

Taxable, Acceptable at par, with certain limitations, upon the death of thp 
owner in payment of Federal estate taxes. 

Acceptable to secure Government deposits. Limited investment for commercial 
banks until Dec, 15, 1962. 

Market: First recorded quotations: Dec. 10, 1945, 101 Bid, 101^ Asked. 

HIGH—101%, Dec. 1945, to yield 2.41% 

LOW —100%, Dec. 1945, to yield 2.45% 
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WORLD WAR II 

THE SEVEN WAR LOANS AND VICTORY 
(Eighth) LOAN 
1942-1945 

FIRST 

Nov. 30~Dec. 23, 1942 


Goal— $9,000,000,000 


Sales— $12,947,000,000 


Doled 

Dec. 1, 1942 
Dec. 1, 1942 
Dec. 1, 1942 
Weekly 

Series E, F and G Saving bonds 
Series A and C Treasury notes. Tax series 


Securities Offered 

%% Certificates, Dec. 1, 1943 
1^% Treasury bonds, June 15, 1948 
2/4% Treasury bonds, Dec. 15, 1963-68 
Three-months’ Treasury bills 


CorameTcial banks: permitted to subscribe for the 1^% bonds and Ji% certif¬ 
icates, with subscriptions limited to approximately $2,000,000,000; not permit¬ 
ted to own the 234% bonds before Dec. 1, 1952. 


SECOND 


Goal— $13,000,000,000 


April 12—May 1, 1943 

Sales— $18,555,000,000 


Dated 

Apr. 15, 1943 
Apr. 15, 1943 
Apr. 15, 1943 
Weekly 


%% Certificates, April 1, 1944 
2% Treasury bonds. Sept. 15, 1950-52 
2 } 4 % Treasury bonds, June 15, 1964-69 
Three-months’ Treasury bills 


Series E, F and G Savings bonds 
Series C Treasury notes. Tax series 


Commercial banks: permitted to subscribe to the %% Certificates the first 
three days of the drive, and to the 2% bonds for three days toward the end of the 
drive, and in each case allotments were limited to approximately $2,000,000,000; 
not permitted to own the 2J^% bonds before April 15, 1953. 
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THIRD 

Sept. 9—Oct. 1943 


Goal—$15,000,000,000 


Sales— $18,944,000,000 


Dated 

Sept. 15, 1943 
Sept. 15, 1943 
Sept. 15, 1943 


Securities Offered 

%% Certificates, Sept. 1, 1944 

Treasury bonds. Sept. 15, 1951-53 
Treasury bonds, Dec. 15, 1964-69 


Series, E, F and G Savings bonds 
Series C Savings notes 


Commercial hanks: excluded from tke drive; not permitted to own the 
bonds before Sept. 15, 1953. Additional issues of the 2% bonds and certifi¬ 
cates were offered on Oct. 6, for cash subscription by commercial banks for their 
o*wn account.' 

Deferred 'payment: Life insurance companies permitted to defer payment against 
subscriptions to the %% and bonds to Nov. 1, 1943. 


FOURTH 

Jan. 18—Feb. 15, 1944 


Goal— $14,000,000,000 


Sales— $16,730,000,000 


Dated 

Feb. 1, 1944 
Feb. 1, 1944 
Feb. 1, 1944 


Securities Offered 
14% Certificates, Feb. 1, 1945 

Treasury bonds, Sept. 15, 1956-59 
Treasury bonds, March 15,1965-70 


Series E, F and G Savings bonds 
Series C Savings notes 


f 


Commercial hanks: permitted to subscribe in amounts not over 10% of savings 
deposits for the and ^14% bonds, and Series F and G Savings bonds, but 
not over $£00,000 in the aggregate, of which not over $100,000 may be F and G 
Savings bonds of 1944 series. Beyond that amount commercial banks cannot own 
any of the bonds before Sept. 15, 1946, nor any of the bonds before 
Feb. 1, 1954. 
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FIFTH 

June 12 —July 8, 1944 

Sales— $20,639,000,000 

Securities Offered 

J4% Certificates, June 1, 1945 
1/4% Treasury notes, March 15, 1947 
2% Treasury bonds, June 15, 1952-54 
^3^% Treasi^ bonds, March 15, 1965-70 
(additional issue) 

Series E, F and G Savings bonds 
Series C Savings notes 

Commercial hanks: permitted to subscribe to the 2% and 23^% Treasury bonds, 
and Series F and G Savings bonds, up to 20% of the combined amount of sav¬ 
ings deposits and time certificates of deposit of individuals and nonprofit cor¬ 
porations or associations (as of the most recent call statement prior to the date 
of subscribing for the bonds) but not more than $400,000 for any one bank. This 
limit was cumulative and included any previous subscriptions a bank might have 
entered, for its own account, for Series F and G Savings bonds since Jan. 1, 1944, 
or for 234% and 2J4% Treasury bonds offered during the Fourth Loan. Pur¬ 
chases of Series F and G bonds remained subject to the $100,000 annual limit. 
Except for the limit stated, commercial banks not permitted to own the 23^% 
bonds before Feb. 1, 1954, but could purchase the 2% bonds without restriction 
in the open market after the close of the drive. 

Deferred 'payment: The plan offered in the Third War Loan to life insurance 
companies was increased so that savings institutions. State and local govern¬ 
mental units, and similar public corporations and agenpies, were permitted to 
defer payment against subscriptions to the two issues of Treasury bonds to Sepl. 
30, 1944. 

SIXTH 

Nov, 20—Dec. 16, 1944 

Sales--$21, 621,000,000 

Securities Offered 
Y%%o Certificates, Dec. 1, 1945 
1J4% Treasury notes. Sept. 15, 1947 
2% Treasury bonds, Dec. 15, 1952-54 
^Yi% Treasury bonds. Mar. 15, 1966-71 

Series E, F and G Savings bonds 
Series C Savings notes 

Commercial hanks: subscriptions to the 2 % and 2 } 4 % bonds, and to Series F 
and G Savings bonds limited to 10% of the combined amount of time certificates 
of individuals and nonprofit corporations or associations and of savings deposits, 
but not more than $500,000 for any one bank, and purchases of Series F and G 
Savings bonds restricted to the regular annual limit of $100,000. Previous pur¬ 
chases made against savings and time certificates of deposit were not required 
to be taken into account,^ Except for the limit stated commercial banks not per¬ 
mitted to own the 2J4% bonds before Dec. 1, 1954. 

Deferred payment: Same as in Fifth Loan, with payment against subscriptions 
to the two issues of Treasury bonds deferred to Feb. 28, 1945. 


Goal— $14,000,000,000 
Dated 

Dec. 1, 1944 
Dec. 1, 1944 
Dec. 1, 1944 
Dec. 1, 1944 


Goal— $16,000,000,000 
Dated 

Jime 26, 1944 
June 26, 1944 
June 26, 1944 
Feb. 1, 1944 
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SEVENTH 

May 14—June 30, 1945 


Goal— $14,000,000,000 Sales— $£6,313,000,000 

Securities Offered 
J4% Certificates, June 1, 1946 
13^% Treasury bonds, Dec. 15, 1950 

Treasury bonds, June 15, 1959-62 
Treasury bonds, June 15, 1967-7S 

Series E, F and G Savings bonds 
Series C Savings notes 

Subscriptions to the 1^% bonds were restricted to individuals.* 

Commercial hanks: permitted to subscribe to the certificates and lj^% 
bonds for the period June 18 through June 30, based upon the formula respecting 
savings deposits, etc., as set forth in the Sixth Loan; not permitted to own the 
£34% bonds before June 15, 195£, nor the £34% bonds before June 15, 196£. 

Subscriptions of dealers and brokers, for the purpose of obtaining securities for 
resale to clients were also subject to limitations. 

Deferred 'payment: same as in Fifth Loan, with payment against subscriptions 
to the £34% and £J4% bonds deferred to Aug. 31, 1945. 

*“Individuals,'* as used in War loan drives, include partnerships and personal trust 
accounts. 


Dated 

June 1, 1945 
Jxme 1, 1945 
June 1, 1945 
June 1, 1945 


VICTORY (Eighth) 
Oct. £9—Dec. 8, 1945 


Goal—$11,000,000,000 


Sales—$£1,144,000,000 


Dated 

Dec. 3, 1945 
Nov. 15, 1945 
Nov. 15, 1945 


Securities Offered 

34% Certificates, Dec. 1, 1946 
^34% Treasury bonds, Dec. 15, 1959-6£ 
£J4% Treasury bonds, Dec. 15, 1967-7£ 


Series E, F and G Savings bonds 

Series C Savings notes ’ - 

Subscriptions from others than individuals were received in the period Dec. 3-8. 

Commercia} hanks: permitted to subscribe to the %% Certificates, £J4% and 
®/4% bonds based upon the formtxla respecting savings deposits, etc., as set 
forth in the Sixth Loan; except for the limit stated not permitted to own the 
£J4% bonds before Dec. 15, 195£, nor the £34% bonds before Dec. 15, 196£. 

D^erred payment: Same as in Fifth Loan, with payment against subscriptions 
to the £j^% and £34% bonds deferred to Feb. £8, 1946. 
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CHICAGO 4, ILL. 
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TELETYPE CG 17 
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TEL. MAIN 8086 
TELETYPE CV Z35 
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DIRECT OBLIGATIONS 


DATE OF ISSUE 

INTEREST DATES 

AMOUNT 

OUTSTANDING 

Dec. 31, 1945 

NOTA¬ 

TIONS 

(See Footnotes) 

U.S. TREASURY NOTES 


Nov. 1, 1941 

Mar. 15, Sept. 15 

$1,290,640,500 


June 1, 1945 

Jan. 1, July 1 

4,909,727,000 

® © 

June 5, 1^42 

June 15, Dec. 15 

3,260,777,000 


June 26, 1944 

Mar. 15, Sept. 15 

1,948,054,000 

1 ®®© 

July 12, 1943 

Mar. 15, Sept. 15 



Dec. 1, 1944 

Mar. 15, Sept. 15 

1,687,244,000 

® ® © 

Mar. 15, 1944 

Mar. 15, Sept. 15 

3,747,702,000 

U. S. TREASURY SAVINGS NOTES 

1st day of each month 

Jan. to Dec. 1943 

Jan. to Dec. 1944 

Jan. to Dec. 1945 

Jan. 1946 

Interest payable at time 
of redemption. 

8,235,422,400 

® ® 

Itate, or gift taxes after one full calendar month has elapsed, and for cash at option of owner during 
p of issue. 

[aSURY certificates OF INDEBTEDNESS 

Mar. 1, 1945 

Mar. 1, Sept.. 1 

4,147,310,000 

® © 

Apr. 1, 1945 

Apr. 1, Oct. 1 

4,810,554,000 

May 1, 1945 

May 1, Nov. 1 

1,579,292,000 

June 1, 1945 

June 1, Dec. 1 

4,799,491,000 

Aug. 1, 1945 

Feb. 1, Aug. 1 

2,469,619,000 

Sept. 1, 1945 

Mar. 1, Sept. 1 

4,336,327,000 

Oct. 1, 1945 

Apr. 1, Oct. 1 

3,439,855,000 

Dec. 1, 1945 

Jirne 1, Dec. 1 

3,776,638,000 

Dec. 3, 1945 

June 1, Dec. 1 

3,752,745,000 

Jan. 1, 1946 

Jan. 1, July 1 

_,,_,_ 

Feb. 1, 1946 

Feb. 1, Aug. 1 

. 

U.S. TREASURY BILLS 

Various 

Discount Basis 

17,037,086,000 

®® ® 

PRE-WAR BONDS 

June 1, 1911 

Mar. 1, June 1 
Sept. 1, Dec. 1 

49,800,000 

(D® 

Jan. 1, 1917 

Jan. 1, Apr, 1 
July 1, Oct. 1 

13,133,500 

(D® 

Jan. 1, and July 1 
1926-35 

Jan. 1, July 1 

116,891,900 

0®® 


U.S. SAVINGS BONDS 
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PUBLIC DEBT OP THE UNITED STATES 
. 1791-1945 


Statement of outstanding principal of the Public Debt of the United States on the 
1st of January of each year from 1791 to 1843, inclusive; on the 1st of July of each 
year from 1843 to 1852 inclusive, and on the 30th of June of each year from 1853 to 
1945 inclusive, and Gross Debt per Capita each year from 1853 to 1945, inclusive. 


Year 


Per 

Year 


Per 

Jan. 1 

Amount 

Ca'pita 

Jan. 1 

Amount 

Capita 

1791. 

$75,463,476 


1827. 

$78,987,357 


1792. 

77,227,924 


1828. 

67,475,043 


1793. 

80,358,634 


1829. 

58,421,413 


1794. 

78,427,404 





1795. 

80,747,587 


1830. 

48,565,406 

$3.77 

1796. 

83,762,172 


1831. 

39,123,191 


1797. 

82,064,479 


1832. 

24,322,235 


1798. 

79,228,529 


1833. 

7,001,698 


1799. 

78,408,669 


1834.. 

4,760,082 





1835. 

33,733 


1800. 

82,976,294 

$15.63* 

1836. 

37,513 


1801. 

83,038,050 


1837. 

336,957 


1802. 

80,712,632 


1838. 

3,308,124 


. 1803. 

77,054,686 


1839. 

10,434,221 


1804. 

86,427,120 





1805. 

82,312,150 


1840. 

3,573,343 

.21 

1806. 

75,723,270 


1841. 

5,250,875 


1807. 

69,218,398 


1842. 

13,594,480 


1808. 

65,196,317 


1843. 

20,201,226 


1809. 

57,023,192 


July 1 



1810. 

53,173,217 

7.34 

1843. 

"^32,742,922 


1811. 

48,005,587 


1844. 

23,461,652 


1812. 

45,209,737 


1845. 

15,925,303 


1813. 

55,962,827 


1846. 

15,550,202 


1814. 

81,487,846 


1847. 

38,826,534 


1815., 

99,833,660 


1848. 

47,044,862 


1816.. 

127,334,933 

' 

1849. 

63,061,858 


1817.. 

123,491,965 





1818.. 

103,466,633 


1850. 

63,452,773 

2.74 

1819.. 

95,529,648 


1851. 

68,304,796 




1852. 

66,199,341 


1820. 

91,015,566 

9.44 

June SO 



1821. 

89,987,427 





93,546,676 


1853. 

59,804,661 

2.36 

1823.. 

90,875,877 


1854. 

42,243,765 

1.62 

1824.. 

90,269,777 


1855. 

35,588,499 

1.32 

1825.. 

83,788,432 


1856^. 

31,974,081 

1.15 

1,826.. 

81.0/54.0.^9 


1857. 

28,701,375 

1.01 


Table 6 


*Estimated. 
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532 Concerning U. S. Oovernment Securities 


Year 


Per 

Year 


Per 

June SO 

Amount 

Capita 

June 30 

Amount 

Capita 

1858. 

... $ 44,913,424 

$ 1.53 

1902. 

.... 81.178,031,357 

$14.89 

1859. 

58,498,381 

1.93 

190?. 

. ,.. 1,159,405,913 

14.40 

1860. 

64,843,831 

2.09' 

1904. 

,... 1.136,259,016 

13.88 

1861. 

90,582,417 

2.83 

1905. 

.... 1,132,357,095 

13.60 

1862. 

524,177,955 

16.03 

1906. 

.... 1,142,522,970 

13.50 

1863. 

... 1,119,773,681 

‘ 33.56 

1907. 

.... 1,147,178,193 

13.33 

1864. 

... 1,815,830,814 

63.33 

1908. 

,,.. 1,177,690,403 

13.46 

1865. 

... 2,677,929,012 

77.07 

1909. 

.... 1,148,315,372 

12,91 

1866. 

... 2,755,763,929 

77.69 




1867. 

... 2,650,168,223 

73.19 

1910. 

. ... 1,146,939,969 

12.69 

1868. 

... 2,583,446,456 

69.87 

1911. 

.... 1,153,984,937 

12.28 

1869. 

. .. 2,545,110,590 

67.41 

1912. 

.... 1,193,838,505 

12.48 




1913. 

.... 1,193,047,745 

12.26 

1870. 

... 2,436,453,269 

63.19 

1914. 

.... 1,188,235,400 

12.00 

1871. 

... 2,322,052,141 

58.70 

1915. 

.... 1,191,264,068 

11.83 

1872. 

... 2,209,990,838 

54.44 

1916. 

.... 1,225,145,568 

11,96 

1873. 

... 2,151,210,345 

51.62 

1917. 

... 2,975,618,585 

28.57 

1874. 

... 2,159,932,730 

50.47 

1918. 

.... 12,243,628,719 

115,65 

1875. 

.,. 2,156,276,649 

49.06 

1919. 

.... 25,482,034,419 

240.09 

1876. 

... 2,130,845,778 

47.21 




1877. 

.,. 2,107,759,903 

45.47 

1920. 

,... 24,299,321,467 

228.33 

1878. 

... 2,159,418,315 

45.37 

1921. 

.... 23,977.450,553 

221.10 

i879. 

... 2,298,912,643 

47.05 

1922. 

... 22.963,381,708 

208.97 




1923. 

... 22,349,707,365 

200.10 

1880. 

... 2,090,908,872 

41.69 

1924. 

... 21,250,812,989 

186.86 

1881. 

... 2,019,285,728 

39.35 

1925. 

... 20,516,193,888 

177.82 

1882. 

... 1,856,915,644 

35.37 

1926. 

... 19,643,216,315 

167.70 

1883. 

... 1,721,958,918 

32.07 

1927. 

... 18,511,906,932 

156.05 

1884. 

... 1,625,307,444 

29.60 

1928. 

... 17,604,293,201 

146.69 

1885. 

... 1,578,551,169 

28.11 

1929. 

... 16,931,088,484 

139.40 

1886. 

... 1,555,659,550 

27.10 




1887. 

,.. 1,465,485,294 

24:97 

1930. 

... 16,185,309,831 

131.49 

1888. 

.. 1,384,631,656 

23.09 

1931. 

... 16,801,281,492 

135.37 

1889. 

.. 1,249,470,511 

20.39 

1932. 

... 19,487,002,444 

155.93 




1933. 

... 22,538,672,560 

179.21 

1890. 

.. 1,122,396,584 

17.92 

1934. 

. . . 27,053,141,414 

213.65 

1891. 

1,005,806,561 

15.75 

1935. 

... 28,700,892,625 

225.07 

1892. 

968,218,841 

14.88 

1936. 

... 33,778,543,494 

263.01 

1893. 

961,431,766 

14.49 

1937. 

.. 36,424,613,732 

281.80 

1894. 

. . 1,016,897,817 

15.04 

1938. 

... 37,164,740,315 

285.41 

1895. 

1,096,913,120 

15.91 

1939. 

... 40,439,532,411 

308.29 

1896. 

1,222,729,350 

17.40 




1897. 

1,226,793,713 

17.14 

1940. 

... 42,967,531,038 

325.63 

1898. 

1,232,743,063 

16.90 

1941. 

... 48,961,443,536 

367.54 

1899. 

1,436,700,704 

19.33 

1942. 

... 72,422,445,116 

537.35 




1943. 

... 136,696,090,330 

1,001.55 

1900. 

1,263,416,913 

16.56 

1944. 

... 201,003,387,221 

1,455.52 

1901. 

1,221,572,245 

15.71 

1945. 

. .. 258.682.187.410 

l 01 


Source : U. S. Treasury Department 
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RECEIPTS AND EXPENDITURES UNITED STATES 
GOVERNMENT 


For Fiscal Years 1789 through 1945 



Total 

Total 

Expenditures 

{excluding 

debt 

Surplus or 
Deficit (—) 
Net {excluding 
debt 

Year 

Receipts* 

retirements) 

retiremerds) 

1789-91. 

$ 4,418,913 

$ 4,269,027 

$ 149,886 

1792.... 

3,669,960 

5,079,532 

—1,409,572 

1793.... 

4,652,923 

4,482,313 

170,610 

1794.... 

5,431,905 

6,990,839 

—1,558,934 

1795.... 

6,114,534 

7,539,809 

-1,425,275 

1796.... 

8,377,530 

5,726,986 

2,650,544 

1797.... 

8,688,781 

6,138,634 

2,555,147 

1798.... 

7,900,496 

7,676,504 

223,992 

1799.... 

7,546,813 

9,666,455 

—2,119,642 

1800. 

10,848,749 

10,786,075 

62,674 

1801. 

12,935,831 

9,394,582 

3,540,749 

1802. 

14,995,794 

7,862,118 

7,133,676 

1803. 

11,064,098 

7,851,653 

3,212,445 

1804. 

11,826,807 

8,719,442 

3,106,865 

1805. 

13,560,693 

10,506,234 

8,054,459 

1806. 

15,559,931 

9,803,617 

5,756,314 

1807. 

16,398,019 

8,354,151 

8,043,868 

1808. 

17,060,662 

9,932,492 

7,128,170 

1809. 

7,773,473 

10,280,748 

-2,507,275 

1810. 

9,384,215 

8,156,510 

1,227,705 

1811. 

14,423,529 

8,058,387 

6,365,192 

1812. 

9,801,133 

20,280,771 

—10,479,638 

1813. 

14,340,410 

31,681,852 

—17,341,442 

1814. 

11,181,625 

34,720,926 

-23,539,301 

1815. 

15,729,024 

32,708,139 

—16,979,115 

1816. 

47,677,671 

30,586,691 

* 17,090,980 

1817. 

33,099,050 

21,843,820 

11,255,230 

1818. 

21,585,171 

19,825,121 

1,760,050 

1819. 

24,603,375 

21,463,810 

3,139,565 

1820. 

,17,880,670 

18,260,627 

—379,957 

1821. 

14,573,380 

15,810,753 

-1,237,373 

1822. 

20,232,428 

15,000,220 

5,232,208 

1823. 

.20,540,666 

14,706,840 

5,833,826 

1824. 

19,381,213 

20,326,708 

—945,495 

1825. 

21,840,858 

15,857,229 

5,983,629 

1826. 

25,260,434 

17,035,797 

8,224,637 

1827. 

22,966,364 

' 16,139,168 

6,827,196 


Footnotes at end of table. 
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Toted Surplus or 

Expenditures Deficit (—) 

(excluding Net (excluding 

Total debt debt 

Year Receipts* reHrements) retirements) 

1828 . $ 24,763,630 $ 16,394,843 $ 8,368,787 

1829 . 24,827,627 15,203,333 9,624,294 

1830 . 24,844,116 15,143,066 9,701,050 

1831 . 28,526,821 15,247,651 13,279,170 

1832 . 31,865,561 17,288,950 14,576,611 

1838 . 33,948,427 . 23,017,552 10,930,875 

1834 . 21,791,936 18,627,569 8,164,367 

1835 . 85,430,087 17,572,813 17,857,274 

1836 . 50,826,796 30,868,164 19,958,632 

1837 . 24,954,158 37,248,496 -12,289,343 

1838 . 26,302,562 33,865,059 —7,562,497 

1839 . 31,482,749 26,899,128 4,583,621 

1840 . 19,480,il5 24,317,579 —4,837,464 

1841 . 16,860,160 26,565,873 —9,705,718 

1842 . 19,976,198 25,205,761 —5,229,563 

1843t.’. 8,302,702 11,858,075 —3,555,373 

1844 . 29,321,374 22,337,571 6,983,803 

1845 . 29,970,106 22,937,408 7,032,698 

1846 .■.,. 29,699,967 27,766,925 1,933,042 

1847 .'. 26,495,769 57,281,412 —30,785,643 

1848 . 35,735,779 • 45,377,226 —9,641,447 

1849 . 31,208,143 45,051,657 —13,843,514 

1850 . 43,603,439 39,543,492 4,059,947 

1851 . 52,559,304 47,709,017 4,850,287 

1852 . 49,846,816 44,194,919 5,651,897 

1853 . 61,587,054 48,184,111 13,402,943 

1854 . 73,800,341 58,044,862 15,755,479 

1855 . 65,350,575 59,742,668 5,607,907 

1856 . 74,056,699 69,571,026 4,485,673 

1857... . 68,965,313 67,795,708 1,169,605 

1858 . 46,655,366 74,185,270 —27,529,904 

1859 . 53,486,465 69,070,977 —15,684,512 

1860 . 56,064,608 63,130,598 —7,065,990 

1861 . 41,509,931 66,546,645 —25,036,714 

1862 . 51,987,456 474,761,819 —422,774,363 

1863 . 112,697,291 714,740,725 —602,043,434 

1864 . 264,626,771 865,322,642 —600,696,871 

1866 . 333,714,605 1,297,556,224 —963,840,619 

1866 . 568,032,620 620,809,417 37,223,203 

1867 . 490,634,010 357,642,675 133,091,335 

1868 . 405,638,083 377,340,285 28,297,798 

1869 . 870,943,747 322,865,278 48,078,469 


Footnotes at end of table. 
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Total 

Surplus or 



Expenditures 

Deficit (—) 



(excluding 

Net (excluding 


Total 

debt 

debt 

Year 

Receipts* 

retirements) 

retirements) 

1870. 

$411,255,477 

$ 309,653,561 

$ 101,601,916 

1871. 

383,323,945 

292,177,188 

91,146,757 

1872. 

374,106,868 

277,517,963 

96,588,905 

1873. 

333,738,205 

290,345,245 

43,392,960 

1874. 

304,978,756 

302,633,873 

2,344,883 

1875. 

288,000,051 

274,623,393 

13,376,658 

1876. 

294,095,865 

265,101,085 

28,994,780 

1877. 

281,406,419 

241,334,475 

40,071,944 

1878. 

257,763,879 

236,964,327 

20,799,552 

1879. 

273,827,185 

266,947,884 

6,879,301 

1880. 

333,526,611 

267,642,958 

65,883,653 

1881. 

360,782,293 

260,712,888 

100,069,405 

1882. 

403,525,250 

257,981,440 

145,543,810 

1883. 

398,287,582 

265,408,138 

132,879,444 

1884. 

348,519,870 

244,126,244 

104,393,626 

1885. 

323,690,706 

260,226,935 

63,463,771 

1886. 

336,439,726 

242,483,139 

93,956,587 

1887. 

371,403,277 

267,932,181 

103,471,096 

1888. 

379,266,075 

267,924,801 

111,341,274 

1889. 

387,050,059 

299,288,978 

87,761,081 

1890. 

403,080,984 

318,040,711 

85,040,273 

1891. 

392,612,447 

365,773,904 

26,838,543 

1892. 

354,937,784 

345,023,331 

9,914,453 

1893. 

385,819,629 

383,477,953 

2,341,676 

1894. 

306,355,316 

367,525,281 

—61,169,965 

1895. 

324,729,419 

356,195,298 

—31,465,879 

1896. 

338,142,447 

352,179,446 

—14,036,999 

1897. 

347,721,705 

365,774,159 

—18,052,454 

1898. 

405,321,335 

443,368,583 

—38,047,248 

1899.. 

515,960,621 

605,072,179 

—89,111,558 

1900. 

567,240,852 

520,860,847 

46,380,005 

1901. 

587,685,338 

524,616,925 

63,068,413 

1902. 

562,478,233 

485,234,249 

77,243,984 

1903. 

561,880,722 

517,006,127 

44,874,595 

1904. 

541,087,085 

583,659,900 

—42,572,815 

1905. 

544,274,685 

567,278,914 

—23,004,229 

1906. 

594,984,446 

570,202,278 

24,782,168 

1907. 

665,860,386 

579,128,842 

86,731,544 

1908. 

601,861,907 

659,196,320 

—57,334,413 

1909. 

604,320,498 

693,743,885 

—89,423,387 

1910. 

675,511,715 

693,617,065 

—18,105,350 

1911. 

701,832,911 

691,201,512 

10,631,399 

1912. 

692,609,204 

689,881,334 

2,727,870 


Footnotes at end of table. 
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Total 

Surplus or 



Expenditures 

Deficit (—) 



{excluding 

Net {excludmg 


Total 

debt 

debt 

Year 

Receipts* 

retirements) 

retirements) 

1913. 

724,111,230 

$ 724,511,963 

$ -400,733 

1914. 

734,673,167 

735,081,431 

-408,264 

1915. 

697,910,827 

760,586,802 

-62,675,975 

1916, 

782,534,548 

734,056,202 

48,478,346 

1917. 

1,124,824,795 

l,977,68ni,751 

-853,356,956 

1918. 

3,664,582,865 

12,696,702,471 

-9,032,119,606 

1919. 

5,152,257,136 

18.514,879,955 

-13,362,622,819 

1920... 

6,694,565,389 

6,408,343,841 

291,221,548 

1921... 

5,624,932,961 

5,115,927,690 

509,005,271 

1922... 

4,109,104,151 

3,372,607,900 

736,496,251 

1923... 

4,007,13^81 

8,294,627,529 

712,507,952 

1924... 

4,012,044,702 

3,048,677,965 

963,366,737 

1925... 

3,780,148,685 

3,063,105,332 

717,043,353 

1926... 

3,962,755,690 

8,097,611,823 

865,143,867 

1927... 

4,129,394,441 

2,974,029,674 

1,155,364,766 

1928... 

4,042,348,156 

3,103,264,855 

989,083,301 

1929... 

4,033,250,225 

. 3,298,859,486 

784,390,739 

1930. 

4,177,941,702 

3,440,268,884 

737,672,818 

1931. 

3,189,638,632 

3,651,515,712 

-461,877,080 

1932. 

2,005,725,437 

4,535,147,138 

-2,529,421,701 

1933. 

2,079,696,742 

3,863,544,922 

-1,783,848,181 

1934. 

3,115,554,050 

6,011,083,254 

-2,895,529,205 

1935. 

3,800,467,202 

7,009,875,312 

-8,209,408,110 

1936. 

4,115,956,615 

8,665,645,422 

-4,549,688,807 

1937. 

5,028,840,237 

8,177,408,756 

-3,148,568,519 

1938. 

5,854,661,227 

7,238,822,158 

-1,384,160,931 

1939. 

5,164,823,626 

8,707,091,581 

-3,542,267,955 

1940. 

. 5,387,124,670 

8,998,189,706 

-3,611,065,037 

1941. 

. 7,607,211,852 

12,710,629,824 

-5,103,417,972 

1942. 

. 12,799,061,621 

32,396,585,098 

-19,597,528,477 

1943. 

. 22,281,642,709 

78.178,885,241 

-55,897,242,532 

1944. 

. 44,148,926,968 

98,743,513,214 

-49,594,586,246 

1945. 

. 46,456,554,580 

100,404,594,686 

-58,948,040,106 


*Total receipts are exclusive of net receipts under Title VIII of the Social Security Act* 
fFrom 1789 to 1842 the fiscal year ended December 31; from 1844 to date, on June 30. 
Figures for 1843 are for a half-year, January 1 to June 30, 

Source: Annual Report of the Secretary of the Treasury. 
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DEBT LIMITATION OF 
THE UNITED STATES GOVERNMENT 


ACTS History of Legislation 

April -Z9J7 

The First Liberty Bond Act authorized new issues of bonds not to 
exceed.. 

The same act authorized the issue under the terms of such act of the 
unissued bonds previously authorized, as follows: 

For construction of Panama Canal (Act Aug. 5, 1909), but in¬ 
cluding the unissued Panama Canal bonds authorized to be issued 
for the nitrate plant (Act June S, 1916), and for the Shipping Board 
(Act Sept. 7,1916), the amount of issued Postal Savings bonds be¬ 
ing deducted from the amount authorized, approximately. 

For extraordinary expenditures (Act Mar. 3, 1917). 

For expediting naval construction (Act Mar. 4, 1917). 

An additional amount to provide for payment of Spanish- 
American War Loan of 1908-18. 

Total authorization under First Liberty bond act. 

First Liberty Loan subscriptions allotted. 

Balance bonds unissued under First Liberty bond act. 

September 8^^ 1917 

Section 21 of the Second Liberty bond act as amended: “The face 
amount of bonds, certificates of indebtedness. Treasury bills, and 
notes issued under the authority of this act... shall not exceed in 
' the aggregate $46,000,000,000 outstanding at any one time.” 

Section 1 authorized bonds in the amount of ... 

Section 5 authorized certificates of indebtedness outstanding (revolving 
authority). 

April 1918 

Amending Section 1 increased bond authority to. 

Amending Section 5 increased authority for certificates outstanding to 

July 9,1918 

Amending Section 1 increased bond authority to. 

March 3,1919 

Amending Section 5 incre^ed authority for certificates outstanding to 

New Section 18 added authorized notes in the amount of .. 

Table 9 


$ 5,000,000,000 


225,000,000 

100 , 000,000 

150,000,000 

63,945,400 
$5,538,945,400 
2,000,000,000 
$ 3,538,945,400 


$ 7,538,945,400 (a) 
4,000,000,000 (b) 

12,000,000,000 (a) 
8,000,000,000 (b) 

20,000,000,000 (a) 

10,000,000,000 (b) 
7,000,000,000 (a) 
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November 28, 1921 

Amending Section 18 increased note authority outstanding (estab¬ 
lishing revolving authority) to.^. 

June 17, 1929 

Amending Section 5 authorized Treasury bills in lieu of certificates of 
indebtedness, no change in limitation for the outstanding. 

March 3,1931 

Amending Section 1 increased bond authority to. 

January 30, 1931^ 

Amending Section 18 increased authority for mtes outstanding to.. 

February 1935 

Amending Section 1 limited bonds outstanding (establishing revolv¬ 
ing authority) to.•.. 

New Section 21 added consolidated authority for certificates and hills 
(section 5) and authority for notes (section 18). Same aggregate 
amount outstanding... 

New Section 22 added authorized United States Savings bonds within 
authority of Section 1. 

May 26,1938 

Amending Sections 1 and 21 consolidated in section 21, authority for 
bonds, certificates of indebtedness. Treasury bills and notes (out¬ 
standing bonds limited to $30,000,000,000). Same aggregate total 
outstanding.... 

July 20, 1939 

Amending Section 21 removed limitation on bonds without change 
total authorized outstanding of bonds, certificates of indebtedness, 
Treasury bills and notes. 

June 25,19 JJ) 

Section 302, Section 21 of the Second Liberty Bond Act, as amended, 
is hereby further amended by inserting “(^)’' after “21,” and by 
adding at the end of such section a new paragraph as follows: 

“(b) In addition to the amount authorized by the preceding 
paragraph of this section, any obligations authorized by sections 5 
and 18 of this act, as amended, not to exceed in the aggregate 
$4,000,000,000 outstanding at any one time, less any retirements 
made from the special fund made available under section 301 of 
the Revenue Act of 1940, may be issued under said sections to pro¬ 
vide the Treasury with fimds to meet any expenditures made, after 
June 30,1940, for the national defense, or to reimburse the general 
fund of the Treasury therefor. Any such obligations so issued shall 
be designated ‘National Defense Series.’ ”. 


$ 7,500,000,000 (b) 

10,000,000,000 (b) 

28,000,000,000 (a) 

10,000,000.000 (b) 

25,000,000,000 (b) 

20,000,000,000 (b) 

45,000,000,000 (b) 

45,000,000,000 (b) 


4,000,000,000 (c) 
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February 19^ 

Amending Section 21 to read “Provided that the face amount of obli¬ 
gations issued under the authority of this act shall not exceed in 
the aggregate $65,000,000,000 outstanding at any one time.” Elim¬ 
inates separate authority for $4,000,000,000 of National Defense 


Series obligations. $ 65,000,000,000 (b) 

March 28^ 19i2 

Amending Section 21 increasing limitation to $125,000,000,000 . 125,000,000,000 (b) 

Ayril 10, 19JfS 

Amending Section 21 increasing limitation to $210,000,000,000 . 210,000,000,000 (b) 

June 9, 1944 

Amending Section 21 increasing limitation to $260,000,000,000 . 260,000,000,000 (b) 


April 3y 1945 

Amending Section 21 to read: “The face amount of obligations issuM 
under authority of this act, and the face amount of obligations 
guaranteed as to principal and interest by the United States (ex¬ 
cept such guaranteed obligations as may be held by the Secretary 
of the Treasury), shall not exceed in the aggregate $300,000,000,000 
outstanding at any one time.”. 300,000,000,000 (b) 

(a) Limitation on issue. 

(b) Limitation on outstanding. 

(c) Limitation on issues less retirements. 

Source: U. S, Treasury Department, 
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STATUTORY DEBT LIMITATION 
As of December 31, 1945 

Section 21 of the Second Liberty Bond Act, as amended, provides that the face 
amount of obligations issued under authority of that Act, and the face amount of 
obligations guaranteed as to principal and interest by the United States (except 
such guaranteed obligations as may be held by the Secretary of the Treasury), 
“shall not exceed in the aggregate $300,000,000,000 outstanding at any one time.’^ 
The following table shows the face amount of obligations outstanding and the 
face amount which can still be issued under this limitation: 

Total face amount that may be outstanding at any one time. $300,000,000,000 

Outstanding December SI, 194-5 


Obligations issued under Second Liberty Bond Act, as amended. 
Interest-bearing 
Bonds 


Treasury. 

Savings (maturity value)* 

Depositary. 

Adjusted Service. 

$120,423,209,450 

59,078,409,250 

496,592,500 

500,157,956 $180,498,369,156 

Treasury notes. 

Certificates of indebtedness.. 

$43,034,189,900 

46,823,890,000 


Treasury bills. 

17,037,086,000 

105,895,165,900 

Total interest-bearing. 

Matured, interest-ceased. 


$286,393,535,056 

337,181,328 

Bearing no interest 

War Savings Stamps. 

Excess profits tax refunds 
bonds. 

$ 183,228,681 

1,127,636,617 

1,260,765,298 

Total. 


$287,991,481,682 


Guaranteed obligations (not held by Treasury) 

Interest-bearing 

Debentures: F.H.A. $ 41,131,986 

Demand obligations: C.C.C. 511,689,347 $552,771,333 

Matured, interest ceased.. 14,676,225 

$567,447,558 

Grand total outstanding. 288,558,929,240 

Balance face amount of obligations issuable under above authority. $11,441,070,760 

Reconcilement with Statement of the Public Debt—December 31, 1945 
Outstanding December SI, 1945 

Total gross public debt. $278,114,523,101 

Guaranteed obligations not owned by the Treasury. 567,447,558 

Total gross public debt and guaranteed obligations... 278,681,970,659 

unearned discount on U.'S. Savings Bonds (Dif¬ 
ference between maturity value and current redemp¬ 
tion value). $10,895,519,095 

Deduct — other outstanding-public debt obligations 

not subject to debt limitation. ^ . 1,018,560,514 9,876,958,581 

$288,558,929,240 

*Approximate face or maturity value; current redemption value $48,182,890,155. 
Source: U. S. Treasury Department. 
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Table 11 CIRCULATION STATEMENT OF 


I 

KIND OF MONEY 

TOTAL AMOUNT 

mo'ney held in the 

Total 

Ampuni held <us se~ 
curity against Gold 
and Silver Certijicaies 
{and Treasury Notes' 
of 1890) 

Reserve against 
United States Notes 
{and Treasury Notes 
of 1890) 

Gold. 

“$20,064,936,333 

$20,064,936,333 

$17,914,092,337 

$156,039,431 


*>(17 914,092,337) 

*>(15,047,478,308) 




493 942.783 

3.56 424 719 

348,734,062 



1 703,891,228 

1,703,891,228 

1,703,891,228 



*>(2,051,475,832) 



*>(1,149,458) 





856,932,648 

10,192,321 




317,386,695 

6,287,726 



TTni+A/l 

346,681,016 

2,900,750 


* 

Federal R*^s^rv^ 

25,633,379,605 

107,443,050 



Federal Reserve Bank Notes... 

502,261,413 

923,539 



National Bank Notes. 

118,380,650 

. 277,931 



Total December 31, 1945..,. 

50,037,792,371 

22,253,277,597 

19,966,717,627 

! 156,039,431 

Comparative totals: 





November SO, 1945 . 

$49,481,348,743 

$22,174,103,817 

$19,934,727,208 

$156,039,431 

December 31, 1944 . 

47,258,020,271 

22,674,514,818 

20,299,511,829 

156,039,431 

October 31, 1920. 

8,479,620,824 

2,436,864,530 

718,674,378 

152,979,026 

March SI, 1917 . 

5,396,596,677 

2,952,020,313 

2,681,691,072 

152,979,026 

June 80, 1914. 

3,797,825,099 

1,845,569,804 

1,507,178,879 

150,000,000 

January 1, 1879 .•... 

1,007,084,483 

212,420,402 

21,602,640 

100,000,000 


^Revised figures. 


“Does not include gold other than that held by the Treasury. 

^hese amounts are not included in the total, since the gold or silver held as security 
against gold and silver certificates and Treasury notes of 1890 is included under gold, 
standard silver dollars, and silver bullion, respectively. 

®This total includes credits with the Treasurer of the United States payable in gold cer¬ 
tificates in (1) the Gold Certificate Fund-Board of Governors, Federal Reserve System, in 
the amount of $14,247,119,68J&, and (2) the redemption fund for Federal Reserve notes in 
the amount of $800,358,626. 

includes $1,800,000,000 Exchange Stabilization Fund. 

•Includes $147,000,000' lawful money deposited as a reserve for Postal Savings deposits. 

•^The amount of gold and silver certificates and Treasury notes of 1890 should be de¬ 
ducted from this amount before combining with total money held in tie Trcasuiy.to arrive 
at the total amount of money in the United States. 

<^he money in circulation includes any paper currency held outside the continental 
limits of the United States. 

Source: Treasury Department— of the Public Debt 
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INITED STATES MONEY-December 31, 1945 


iEASUBY 

MONEY OUTSIDE OF THE TKEABUBY 


'eld for Federal 
Reserve Banks 
and Agents 

AU other money 

Total 

Held by Federal 
Reserve Banks 
and Agents 

In Circulation^ 

POPULATION OJ 
CONTINENTAL 
UNITED STATES 

Amount 

Per 

capita 

(estimated) 


‘'$1,994,804,565 






515,047,478,308) 

$2,866,614,029 

137,518,064 

$2,815,444,500 

1,789,542 

$51,169,529 

135,728,522 

$0.36 

.97 


7,690,657 






2,051,475,832 

1,149,458 

846,740,327 

311,098,969 

343,780,266 

25,525,936,555 

501,337,874 

118,102,719 

179,245,757 

1,872,230,075 

1,149,458 

831,839,314 

306,795,641 

315,795,003 

24,388,461,485 

494,118,149 

117,231,019 

13.35 

.01 

5.93 

2.19 

2.25 

173.87 

3.52 

.84 






10,192,321 

6,287,726 

2,900,750 

107,443,050 

923,539 

277,931 

14,901,013 

4,303,328 

27,985,263 

1,137,475,070 

7,219,725 

871,700 












15,047,478,308) 

^2,130,520,539 

^32,703,754,093 

4,189,235,898 

28,514,518,195 

203.29 

140,268,000 

115,054,328,435 

15,629,027,390 

1,212,360,791 

$2,083,337,178 

2,218,963,558 

352,850,336 

117,350,216 

188,390,925 

90,817,762 

$32,187,643,699 

29,253,989,892 

6,761,430,672 

5,126,267,436 

3,459,434,174 

816,266,721 

$3,976,681,330 

3,946,837,257 

1,063,216,060 

, 953,321,522 

$28,210,962,369 

25,307,152,635 

5,698,214,612 

4,172,945,914 

3,459,434,174 

816,266,721 

$201.24 

*182.13 

53.21 

40.23 

34.93 

16.92 

140,185,000 

*138,951,000 

107,096,000 

103,716,000 

99,027,000 

48,231,000 



. 




Note.— There is maintained in the Treasury—(i) as a reserve for United States notes 
and Treasury notes of 1890—$156,039,481 in gold bullion; (ii) as security for Treasury 
notes of 1890—an equal dollar amount in standard silver dollars (these notes are being can¬ 
celed and retired on receipt); (iii) as security for outstanding silver certificates—silver in 
bullion and standard silver dollars of a monetary value equal to the face amount of such 
silver certificates; and (iv) as security for gold certificates—gold bullion of a value at the 
legal standard equal to the face amount of such gqld certificates. Federal Reserve notes 
are obligations of the United States and a first lien on all the assets of the issuing Federal 
Reserve Bank. Federal Reserve notes are secured by the deposit by the Federal Reserve 
Bank concerned, with its Federal Reserve Agent, of a like amount of collateral consisting 
of such discounted or purchased paper as is eligible under the terms of the Federal Reserve 
Act, or gold certificates, or direct obligations of the United States. Each Federal Reserve 
Baiik must maintain reserves in gold certificates of not less than Sip percent against its 
Federal Reserve notes in actual circulation. Gold certificates deposited with Federal Re¬ 
serve Agents as collateral, and those deposited with the Treasurer of the United States as a 
redemption fund, are counted as part of the required reserve. ‘‘Gold certificates” as herein 
used includes credits with the Treasimer of the United States payable in gold certificates. 
Federal Reserve bank notes and National bank notes are in process of retirement. 
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AVERAGE INTEREST COST TO TREASURY OP 
MARKETABLE ISSUES SOLD TO 
NON-BANK INVESTORS IN WAR LOAN DRIVES* 


World War II 

Drive 

First. 

Second. 

Third. 

Fourth. 

Fifth.. 

Sixth. 

Seventh. 

Eighth (Victory). 

*Excludes Treasury investment accounts. 
Source: Federal Reserve Bank of New York 


Average Rate 
.. 1.84% 

.. 1.81% 

.. 1.76% 

.. 1.62% 

.. 1.60% 

.. 1.70% 

.. 1.92% 

.. 2.09% 


Table 12 


DISTRIBUTION OP SALES-WAR LOAN DRIVES 


World War II 





Corporations 





and Other Commercial 


Total 

Individuals 

Investors 

Banks^ 





1st War Loan. 

12.9 

1.6 

6.3 

5.1 

2nd War Loan. 

18.6 

3.3 

10.2 ' 

5.1 

3rd War Loan. 

18.9 

5.4 

13.6 , 


4th War Loan. 

16.7 

5.3 

11,4 


5th War Loan. 

20.6 

6.4 

14.3 


6th War Loan. 

21.6 

5.9 

15.7 


7th War Loan. 

26.3 

8.7 

17.6 


Victory (8th) Loan. 

21.1 

6.8 

14.4 


Total for Eight War Loans.... 

156.7 

43.4 

103.4 

10.2 



-Percentage Distribution- 


1st War Loan. 

100.0 

12.3 

48.4 

39.3 

2nd War Loan. 

100.0 

17.7 

54.9 

27.4 

3rd War Loan. 

100.0 

28.4 

71.6 


4th War Loan. 

100.0 

81.7 

68.3 


5th War Loan. 

100.0 

30.8 

69.2 


6th War Loan. 

100.0 

2V.2 

72.8 


7th War Loan. 

100.0 

33.0 

67.0 


Victory (8th) Loan. 

100.0 

32.0 

68.0 


Total for Eight War Loans. 

100.0 

27.5 

66.0 

T5 


fCommercial banks were allowed to buy only $6,000,000,000 of Federal securities dur¬ 
ing each of the jSrst two war loans, and were virtually excluded from direct participation as 
subscribers in all later war loan bond offerings. 

Source: Treasury Bulletin 
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TAX-EXEMPT SECURITIES 

Estimated Amount of Securities Outstanding, Interest on Which 
Is Wholly Exempt from the Federal Income Tax 
June 30, 1913 to 1945 


[In Millions of Dollars] 


,- To 

tal Amour 

it Outstan 

ding - 

Federal 


—Privately Held Securities*- 

Federal 




Terri- 

Instru¬ 




Terri¬ 

Instru¬ 




tories 

men¬ 




tories 

men¬ 


States, 

.U. S. 

and 

talities: 


States, 

u. s. 

and 

talities: 


counties 

Oov- 

Insular 

Non-guar- 


counties, 

Gov- 

Insular Non-guar- 


cities. 

em- 

posses¬ 

anteed 


cities, 

em- 

posses¬ 

anteed 

June 30: Total 

etc. 

ment 

sions 

issues 

Total 

etc. 

ment 

sions 

issues 

1913.. 5,5SJ3 

4,528 

966 

28 


4,902 

3,908 

966 

27 


1914.. 5,947 

4,949 

968 

30 


5,276 

4,280 

967 

29 


1915.. 6,420 

5,417 

970 

33 


5,675 

4.682 

961 

32 


1916.. 6,881 

5,875 

972 

34 


6,028 

5,082 

913 

33 


1917.. 9,043 

6,290 

2,713 

40 


8,114 

5,430 

2,645 

39 


1918.. 9,181 

6,643 

2,387 

40 

111 

8,112 

5,694 

2,325 

39 

54 

1919.. 10,185 

7,042 

2,828 

41 

274 

8,965 

5,990 

2,798 

40 

137 

1920.. 11,303 

7,746 

3,112 

44 

401 

10,024 

6,666 

3,080 

43 

235 

1921.. 11,917 

8,476 

2,935 

56 

450 

10,610 

7,386 

2,905 

52 

267 

1922.. 12,989 

9,893 

2,294 

72 

730 

11,496 

8,565 

2,269 

71 

591 

1923.. 14,069 

10,598 

2,294 

115 

1,062 

12,438 

9,092 

2,273 

113 

960 

1924.. 15,286 

11,633 

2,294 

128 

1,231 

13,533 

10,006 

2,278 

121 

1,128 

1925.. 16,645 

12,830 

2,175 

134 

1,506 

14,748 

11,077 

2,162 

125 

1,384 

1926.. 17,636 

13,664 

2,164 

149 

1,659 

15,588 

11,775 

2,151 

134 

1,528 

1927.. 18,846* 

14,735 

2,164 

158 

1,789 

16,692 

12,715 

2,151 

141 

1,685 

1928.. 19,892 

15,699 

2,166 

161 

1,866 

17,623 

13,560 

2,152 

149 

1,762 

1929. .20,957 

16,760 

2,168 

162 

1,867 

18,542 

14,479 

2,154 

147 

1,762 

1930. .23,606 

17,985 

3,585 

165 

1,871 

20,714 

15,566 

3,231 

152 

1,765 

1931. .25,521 

19,060 

4,414 

162 

1,885 

22,778 

16,918 

3,933 

148 

1,779 

1932. .28,055 

19,330 

6,785 

160 

1,780 

25,086 

17,930 

5,345 

137^ 

1,674 

1933. .31,176 

19,517 

9,810 

155 

1,694 

27,945 

18,074 

8,152 

131 

1,588 

1934. .32,958 

18,823 

11,798 

150 

2,187 

28,832 

17,234 

9,603 

125 

1,870 

1935. .34,446 

18,972 12,931 

144 

2,399 

29,410 

17,172 

10,649 

118 

1,471 

1936. .36,554 

19,212 14,879 

145 

2,318 

31,454 

17,317 

12,619 

119 

1,399 

1937. .35,034 

19,152 13,507 

146 

2,229 

27,968 

14,854t 11,600 

120 

1,394 

1938. .32,278 

19,164 10,817 

146 

2,151 

25,058 

14.732t 8,899 

123 

1,304 

1939. .30,873 

19,611 

9,030 

150 

2,082 

23,805 

15,142t 7,304 

121 { 

1,238 

1940. .30,240 

19,891 

8,142 

153 

2.054 

23,634 

15,377t 6,928 

119t 

1,210 

1941.. 26,823 

19,860 

4,903 

147 

1,913 

20,388 

15,094t 4,070 

120 t 

1,104 

1942. .25,498 

19,379 

4,260 

138 

1,721 

19,145 

14,544t 3,573 

114t 

914 

1943. .23,052 

18,406 

3,050 

128 

1,467 

17,623 

13,897t 2,710 

1061 

910 

1944. .19,837 

17,194 

1,414 

120 

1,108 

15,687 

13,3461 

1,330 

89t 

92$ 

1945. .17,191 

16,293 

196 

124 

579 

13,770 

12,9S8t 

161 

931 

579 


''Total outstanding issues, less those held by U. S. Treasury, Federal agencies and Federal trust funds. Federal 
Reserve Banks, sinking fun^ of States, localities, territories and insular possessions and Governmental funds, etc. 

tAfter deduction of tajc-exempt securities held in trust and investment funds of States and localities. In 19$7 
amount of such securities held was reported as $2,279,000,000. In 1938 the amount was $2,393,000,000, in 1939 
$2,513,000,000, in 1940 $2,500,000,000, in 1941 $2,520,000,000, in 1942 $2,575,000,000, in 1943 $2,400,000,000, 
in 1944 $1,927,000,000 and in 1945 $1,731,000,000. Data for earlier years not available. 

JAfter deduction of $8,000,000 of tax-exempt securities held in trust and investment funds of States, localities, 
territories and insiilar possessions in 1939, $9,000,000 held in 1940, $4,000,000 in 1941, $8,000,000 in 1943, $22,000,- 
000 in 1944, and $16,000,000 in 1945. . 

Source: Annual Report of the Secretary of the Treasury for Fiscal Year ended June SO, 1945. 
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OWNERSHIP OF DIRECT AND GUARANTEED SECURITIES 
OF UNITED STATES GOVERNMENT 1928-1945 
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Source: Federal Reserve Board. 



















YIELDS ON PANAMA 3s of 1961 
(Fully Tax-Free) 

Compared With the Average Yields oh Municipals (20 Cities)* 
Based on the Approximate Market 
As of January 1 Each Year 



Panama S$ 

Municipals 


Panama Ss 

Municipals 

1911 (June 1).. 

. 3.00% 

3.98% 

1929. 

. 3.12% 

4.17% 

1912. 

. 2.92% 

4.01% 

1930. 

. 8.25% 

4.23% 

1913. 

. 2.99% 

4.45% 

1931. 

. 2.98% 

4.12% 

1914. 

. 2.95% 

4.16% 

1932. 

. 3.29% 

4.87% 

1915. 

. 2.99% 

4.26% 

1933. 

. 2.89% 

4.61% 

1916. 

. 2.93% 

4.08% 

1934. 

. 2.89% 

5.48% 

1917. 

. 2.89% 

3.92% 

1935. 

. 2.53% 

3.81% 

1918. 

. 3.70% 

4.62% 

1936. 

. 2.07% 

3.25% 

1919. 

. 3.45% 

4.44% 

1937. 

. 1.90% 

2.62% 

1920. 

. 3.46% 

4.56% 

1938. 

. 2.10% 

3.16% 

1921. 

. 4.09% 

5.06% 

1939... 

. 1.73% 

2.78% 

1922. 

. 3.85% 

4.38% 

1940. 

. 1.86% 

2.59% 

1923. 

. 3.38%' 

4.16% 

1941. 

. 1.37% 

2.14% 

1924. 

. 3.33% 

4.37% 

1942. 

. 1.30% 

2.24% 

1925. 

. 3.14% 

4.16% 

1943. 

. 1.15% 

2.17% 

1926. 

. 3.24% 

4.23% 

1944. 

. .95% 

1.77% 

1927. 

. 3.16% 

4.13% 

1945. 

. .84% 

1.62%) 

1928. 

. 2.98% 

3.87% 

1946 (Jan. 1).. 

. .65% 

1.42% 


*The Bond Buyer. 
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Principal of the funded and unfunded indMedneee o/ foreign 
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-- \iQenj —iNcw lend- 

lease agreement 'with Russia same basis 
as other United Nations. (22nd) —Presi¬ 
dent Roosevelt ordered registration of 
men between 18 and 20. 

June (2St )—Mexico declares war on the 
Axis powers. (5th) —^U. S. formall-jr de¬ 
clared war on Hungary, Romania and 
Bulgaria. (Sth-^IOth) — Japanese attack 
Midway Island and suffer naval disaster. 
Japan’s first invasion of Western hemi¬ 
sphere at tip of Aleutian ^Islands. (10th) 
-Treasury weekly offering of Bills in¬ 
creased to $300 millions. Money in circu¬ 
lation passes $12 billions mark, (llth )— 
Czech village of Lidice wiped out. 
Twenty-year agreement between U. S., 
Russia and Britain. (15th)-—Germany 
decrees all stocks and bonds listed on 
Boerse and privately held be signed over 
to Reichsbank in return for Reich Treas¬ 
ury bonds. (30th )—^Fiscal year deficit 
$19,598 millions, and gross public debt 
$72,422 millions, an increase of $23,461 
millions for the year. 

July (2nd )—Sevastopol falls to Nazis 
after 245-day siege. (7th) — President 
Roosevelt signs law giving authority to 
Federal Reserve Board to change reserve 
requirements for member banks in the 
two central reserve cities (Chicago and 
New York) 'without the necessity of 
simultaneously changing requirements 
for banks in other reserve cities. (30th) 
—Public criticism of Congress and the 
administration for delaying drastic action 
to harness inflation; recognized reason 
being reluctance to restrain rising prices 
until after Fall elections. 

Auq. (3rd )—Additional amount of 25/2% 
196Vo2 “tap” bonds offered to investors 
other than banks. (7th) —U. S. Marines 


v^oMuianca. Agreement on 'war plans to 
force unconditional surrender of enemy. 
(30th )—^British planes raid Berlin during 
celebration of Hitler’s lOA year in 
power. Trend of prices during January 
for Government securities generally 
toward higher levels. 

Feb. (2nd )—Fighting in Stalingrad ended 
writh final liquidation of about 3(>0,0(X1 
trapped German troops. (15th )—Stocks 
advance in largest turnover since 1941. 

Mar. (10th) — Administratipn proposals 
for **cradle-to-grave” social security 
system placed before Congress with sug¬ 
gestions for jpostwar control of industries 
developed with government funds. (12th) 
—Treasury announced Second War Loan 
drive to begin on April 12th. (30th )— 
During month Treasury first made use 
of authority to borrow direct from the 
Federal Reserve Banks. Market for 
Government bonds uneventful except in 
short-term bonds which showed decline. 

Apr. (llth) — Public debt limit raised 
from $125 billions to $210 billions. Presi¬ 
dent’s executive order limiting salaries 
after taxes to $25,0()0 repealed. (12th) 
—Second War Loan drive launched; 
total asked for $13 billions. (13th )— 
Reserve requirements on Government 
deposits (and Federal Deposit Insurance 
assessments on them) removed **until^ 6 
months after the cessation of hostilities 
in the present war.” (29th )—The $2 bil¬ 
lions gold stabilization fund extended for 
two years; President’s authority to fur¬ 
ther devalue the dollar abrogated. Strike 
activity in April surpassed the ^average 
for 1941 and number of workers involved 
was the largest since Pearl Harbor. Pro¬ 
nounced strength in pzurtially tax-exempt 
government bonds. 


.TW. 1 .**f*/^—‘VJ. 1 ' 

don fa'voring in 
in maintaining i 
hea'vy air raids < 
Capture of Tars 
in die Gilberts. 
Churchill and Ob 
Cairo. (28th-Dei 
American and 1 
Teheran. Unres 
lated during latt: 
extending throuj 
war might end si 
speculative sellinf 
calls upon War : 
were the rule th 
attendant depress 
balances. 

Dec. (25th) —V 
nounces General 
mand the great 
r27sh;—Nation’s 
U. S. Govemnw 
strike of railroad 
some of the sh 
bonds to around 
of the year, but 
declined somewl 
their normal tre 
lowest yields; C 
sharply to lower 


an. (4th )—Tre 
or issuance ta: 
legotiable durin 
lostwar refund 
13th )—Presiden 
dated $90 billic 

•rosecution of t! 


'S *n sjdssn sixy H® 
JO fiuizoojj sj^ao d[OAosoo'^ duopisojj 
— (H^fl) 'lUB-MOJd asuojop oqj m isissn 
o^ suor^ejtodjoo o; pajOMod 

-ura pun ‘diOQ OJH J^Mod Sui 

-Moxioq ui asnaoDUi suoinioi 00S'l$ 
-joipnn ^sdjSvLOQ—l'qsQj) ’ureaSoad juaui 
-nuzxe ai|} saSmjot^ uaqM s|Bua)um 

pun sijonpojd *uopnqijjsip aaAO *s;onjrj 
-uoo i^uacnujaAOQ *o) }t:;iioiJd jo jaMod 
pajuuJS iiaAasoo'a juaprsajj^— (pv-Z) 

„*Aoua2jama inuopnu pajiuniun uy,, 
surtupojd 3iaAasoo^ ‘ suapisajj 1- (iiiiz) 
•Bidoixpg zapuaxins sunrimi — (V81) 
’ijuaiuuuaAOf) aip jo sapuaSu ppunuy 
pun saumjsodap Aq uoDduosqris joj 
pajtajgo ^uoq Aiejisodap <5^2 jo anssi iniD 
-ads— (yjgz) 'spuoq sSuiaus asuajap 

Q pun sauag—:sapianoas jo 

sadAj Avau omi sjajjo Aansnaij ,—iCvpy 

•losj Asiinaqna^ uSis 
undnf pun nissn-g— (V£l) ‘^znj^ jo Abms 
aapun adoahg {musupuoa* ip qauom 


098 

1/ 

088 

008 

sjBiioa 

uoiina 

-X9 6u|JB3q ^S9J9^U! S^U9S94d9J 

946 sppjX 9ii:( 'Xqijn^Eiu 9J0j9q jbcJ : 

‘9»6T AVW OX 9£6T 


vn sa 3dA1313i 
0006 lOildVD *131 
133H15 3HIHSN0A3Q Z8 
*SSVM ‘6 Noxsoa 


sez AO 3dA1313I 
9808 N!VW *131 

oNiaiina aoaswwoo noinh 

OIHO ‘VI ONVlHAa-lO 


LI or 
Oltrs I 
•QAna Nc 
*“1*11 *-p 



( Russian Soviet Socialist Re- 
•e adi^tted on 30th. (28th) — 
'Ji highest levels in eight years, 
ussohni executed by Italian 
Allied troops occupy Milan 
6. (30th )—^During the twenty- 
a April on which a call money 
ite was posted on the Stock 
the rate held onifonuly at 1 
a level maintained uninter- 
ince May 11, 1936. Govern* 
I market in general continued 
pward. Taxable issues led the 
dth longest maturities far out- 
the short and intermediate 
Certificate and note values 

—Nazi radio announced death 
Adm. Karl Doenitz named as 
or. (2nd )—^Marshal Stalin w* 
omplete conquest of Berlin, 
ounce the unconditional sur- 
e^tiated ^ril 29, of Nazi 
Italy, southern and western 
*^4th) — Germans in Holland, 
md northern Germany surren- 
szis still occwy Norway. (6tk~ 
ends in Europe after five 
d months and six days. The 
litary surrender was s^ed at 
adquarters of General Eisen- 
8:41 P.M. Eastern War Time, 
fay 6, but the terms became 
Imost 48 hours later at 6:01 
sday. May 8. (8tk) —V-E Day 
in America. (I4tk )—Seventh 
Drive launched, total asked 
illions. (23rd )—Clhurchill rc- 
orce general dection in Eng- 
ids temporary government un- 
1 . Germany's surrender caused 
r reaction ih the Government 
cet. A slight downward trend 
xnonth>end; net losses ranged 
-half point. Exceptions were 
* taxable bonds includmg all 
:ted market issues except the 
it maturities which were un< 


Sept, (2nd)--'V-] Day officially pro¬ 
claimed; representatives of the Jai^ese 
Government sign the instruments of 
render aboard the U.S.S. Misoun, (Sat¬ 
urday, September 1, United States tunc J 
Postuw unrest with strikes among build¬ 
ing service employees, oil fields, garment 
industry. 

Oct. (1st) — Secretary Vinson recom¬ 
mends a $5 billion tax cut by successwe 
elimination of the excess profits tax, the 
3% norinal tax on incomes, and tl^ so- 
called luxury taxes. (^d)^FmtT^ct 
Parley of World War 11 ends m failuie 
—the Foreign Ministers’ Council—pn- 
marily due to other nations’ refusal to 
accept Russia’s insistence that^ 

TThree alone discuss peace treaties. (5th) 
—The nation without telephone service 
between 2 and 6 P. M., when woriem 
went on a demonstration 8i^e. /iZtA; 
—^The first tax reduction bill m 16 ye^ 
was passed by the House and sent to^the 
Senate. (24th)—Ihz Unit^ Nations 
charter became part of die law of na¬ 
tions when Secretary Byrn« attested 
ratification by 29 nations. Vic¬ 

tory (Eighth) Loan laun^ed; total 
aslmd lor^ll nilHons. (30th )—^President 
Truman, in nationwide radio taUc, states 
^t industry can gi^t wage incre^ 
without increasing prices, but urges labor 
to be reasonable m wage demands. 

Nov. ('9thJ—President Truman signs bill 
cuttiim individual and corporation taxes 
by $^920 m^ons. [21st) — General 
Motors employees (UAW-CIO) go on 
strike to wm a 309® increase. Genmy 
Motors refuses to siffimit books m arbi¬ 
tration. (23rd )—Meat rationing ends, 
leaving sugar as only rationed, c»m- 
modity. ^8th) — Steelworl^ ((30) 
vote tor strike for daily wage increase 
of $2. United States Steel declines wage 


.. - _ negotiations untU OPA lifts ceding 

ir the monffi. The 2548 1972/ pnees. (29th j—Trial of twenty-one top 
bed a new tagh record with a Kazis as war criminals gets under way 
f and 254s 1959/56 closed at Nuremberg. 

Very short maturities, led by 
Uy exempt bonds moved to- 
er yield levels. 


h )—Germany under full con- 
s United Nations vdth Amer- 
sh, R^lan and French com- 
(n chief ‘’assuming supreme 
’ 02th )—^Legislation signed 

nt Truman reaucing required 
ve of Federal Reserve Banks 
cent of deposits and Federal 
)tes in circulation. Formerly 
was 35 per cent of deposits 
r cent of notes. Bill also re- 
ority of the Treasury to issue 
**greenbacks” (unsecured cur- 
oa authority for issuance of 
serve bank notes which require 
Kicking. It also continues in 
an authorization for use of 
gations of the U. S. as col- 
reserve notes. (12th )—Great 
scontinued sale of lf49b Ex¬ 
tends first offered November 
in 13th offered a new issue of 
War 2y.% bonds. (21 si)— 

:onquered. The campaign for 
tarted on Easter Sunday, April 
s the most bitterly fought and 
a the _ Pacific war. (24th )— 
bn strikes, causing more than 
pkers to be idle, delaying pro- 
needed war material. 730th) 
ar net deficit $53,948 millions, 
public debt $258,682 millions, 
e of $57,679 millions for the 
irage yield long-term partially 
ndS at 1.63%, Sevenm 

i drive ends, with total sub- 
for $26,313 millions. Practi- 
Government bond issues, ex- 
B very shortest partially-exempt 
jed_ the month of June with 
uctuations 


Dec. (6th )—Agreement signed between 
representatives of Great Britain and the 
United States providing for establish¬ 
ment of credit to Great Britain of 
$3,750 millions, subject to ratification by 
both governments. (8tk) —Victory 
(Eighth) Loan drive ends, with total 
subscriptions for ^Lll4 millions, an 
over-subscription of 929^ azainst a goal 
of $11 biluons. CrfitAj—French franc 
devalued to fractionally more than 119.1 
to the dollar. (27th) — The Bretton 
Woods monetary agreements for stabili¬ 
zation of intei^donal trade and com¬ 
merce signed, in Washington by 28 of 
the 44 countries that had drafted them 
in July, 1944. Second meeting of the 
Foreign Ministers’ Council, not includ¬ 
ing F^ce and China, ends at Moscow, 
after discussions on problems in the 
Far East, Europe, and atomic energy. 
(31st) — President Truman appoints a 
fact-finding board in an effort to avert 
a steel strike. From the end of the war 
with Japan to the end of the year the 
trend of the Government security mar¬ 
ket was toward lower yield levels. Con¬ 
tributing factors were the Treasury’s 
reasons for mainUuning low interest 
rates and the omission of any new issues 
eligible for investment by commercial 
banks, except certificates for refunding 
purposes; over-subscription to the Vic¬ 
tory Loan and the expectarion of no 
additional new offering for six months; 
termination of the excess profits tax on 
corporarions (Revenue Act of 1945, ef¬ 
fective Jan. 1, 1946) caused institutional 
investors to postpone sales before year- 
end which would add to their 1945 tax¬ 
able profits. During last days of the 
year some issues rested all-time high 
prices and some bank-eliariWi* 


yields from stocks made yields from 
C^vernment bonds comparatively attrac¬ 
tive. 

Feb. (5tk )—Government bonds rise to 
record high^grices^ in^sust^ed l^vy 


malcy after 18 hours of almost complete 
industrial paralysis. (15tk) —Steel strike 
ends as agreement reached on 1854^ 
hourly wage rise. Taxable list of Gov¬ 
ernments m general followed an upward 
trend from beginning of month. The 
three longest note issues reached new 
high pricei during the month. 

Mar. (1st) — The Bank of England, 
chartered as a private corTOration in 
1694, begins operations as a Government 
institution. (5tk) — Secretary Vinson 
calls British loan a “must” and a “sound 
investment.” (23Td) — Washington re¬ 
ports bargaining agreements now coves 
13,800,(XXT workers. (30th) —^Treasury’s 
Miicy of keepii^ interest rates low con¬ 
flicts with opinions of prominent bank¬ 
ing authorities. (SIst) — Some 400,(100 
soft-coal miners go on strike. Ckmflicting 
trends evidenced in^ various classes o? 
Government securities during month. 
The shorter bank-eligible issues which 
moved upward sharply from mid-Febm- 
ary to first week of March closed the 
month slightly lower. Taxable issues of 
the bank-eligible class moved upward 
shaiply from middle of February. 

Apr. ('fitAJ—President Truman in Army 
Day Address warns that the “intense 
rivalry” between Britain and the Soviet 
Union in the Near and Middh: East 
might lead to war. (12th }—^To relieve 
world starvation United States curtails 
use of wheat flour by 25%. (24th)—' 
Inferential 549^ discount rate estab¬ 
lished in October 1942 on adirances to 
member banks secured by Government 
obligations due or callidble within twelve 
months discontinued by three Federal 
Reserve Banks on this date, others later. 
(30th) —One-quarter point per day limit 
m price fluctuations of Govenunent 
bonds which had been in effect since 
July 1943 was abrt^ted by the inindpal 
government secunties dealers ; lon^t 
bonds closed about H below the jxreviottf 
close. Stocks rise in quiet marixt, 
ignoring action of U. S. bonds. 

May ('/rfj—-Federal Land Bank 3s called 
for payment today; last issue of out¬ 
standing Federal Land Banks wholly tax- 
exempt bonds. (2nd) — A general 
embargo on railroad freight and a 259C> 
cut in passenger service ordered by 
W^ington to conserve coal piles 
dwindling as result of the 32-day old 
rtrike of bituminous minm. Emergency 
brownouts in Illinois and northern In¬ 
diana to conserve coal used for elec¬ 
tricity. (8th) — President confers with 
three advisers on the coal strike; browxt- 
outs and blackouts spread thrcwg^i fibe 
Middle West. (OthF-King ViS^Em- 
n^uel abdicates the thrrae Italy. 
^OtAJ—Prqposed ^,750 mfllions loan to 


regulations to permit commercial baxiks 
to esI^Hsh a trading account for a 
limited amount of all Treasury btmdi 
now restricted as to ownership; 

now pe^tted to hold, in additioa 
to previous acquisitions, non-e&fide 
issues equal to not more l9^^ net 


under Government operation. (23rd)— 
The most complete transpeurtation tie^ 
m the counties history came afti^ the 
preridente of the two Motheritoodi had 
notified President Truman that Ids wage 
nronosal --■ ■ 
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tflncludes bonds of both restricted and imrestricted ownership. 

Source: U. S. Treasury Dept.; Federal Reserve Board. 
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Legal tender notes: ^ 

Authority for issuance during Civil War.41, 42 

Cancellation of authority for retirement, 1868 . 49 

Funding Act of 1866 .i.48 

Highest amount outstanding, 1864 . 43 

Payment of, in gold coin, Act of March 14, 1900 . 85 
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Refunding into time obligations recommended, 1901.87 

Regarded as a war measure, 1865 . 46 

Retirement prohibited, and amount left outstanding, 1878 . 62 

Retirement under Resumption Act, 1875 . 58 
































570 , Index 

PAGE 

Legal tender notes:— 
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Lend-Lease .273, 277, 278, 300, 319, 347 

Liberty Loans. ,.116 

See Section V, detailed description.475 

Little Steel Formula, 1942 .j.285 
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Moratorium {See also Bank holiday); 
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Morgenthau, Henry, Jr. ; 

' Summary covering term of office, 1934-1945 . 332 

Summary of years 1940-1943. 302 
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An amazing Armistice.250 

Municipalities and States. 87, 153, 158, 195, 212 , 282, 293, 320 
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Charter obtained without deposit of Government bonds, 1913 .... 104 

Federal Reserve System. 103 ^ 104 
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World War I. 144 

World War II.345 
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Pertinent phrases {See appended list).583 

Philippines, Commonwealth of: 

Market for bonds. 138, 282, 365, 367 
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Post Office: 

Established in 1794 12 

Postal Savings System: 

Established in 1910. 98 

First issue of bonds, 1911. 99 
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Prohibition. 147,152,164, 169, 216 
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Public Debt of the United States (See Certificates of Indebtedness, Debt, 
Government agencies and corporations. Loans, Tax Exemptions, 
Treasury bills. Treasury bonds. Treasury notes) 
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Market for bonds. 138, 365, 367 

‘ Special Article^ Section IV.463 


Quotations (See Market prices and movements) 

R V 

Beceipts and expenditures (See Treasury receipts and expenditures) 

Reciprocal Trade Agreements, Act of 1934 .266 
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Special Article, Section IV .449 

Refunding Act of 1870 . 51 
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Savings bonds (See U. S. Savings bonds) 
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Comments. S55 

Public and private debt..35£ 

Tripoli, 1804 . 15 

Truman, Harry S. 344, 347 
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United States Bonds (See Loans) 

United States Consols (See Consol 2 % bonds) 


United States Housing Authority. 248, 258 

Special Article^ Section IV .457 
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